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Dollars Abroad: 1920-1947 


I. Some Questions 


URING 1947, foreigners will have about $12 bil- 

lion to spend for goods in this country.1 This 

total is $2.3 billion more than was available to them 

for this purpose in 1946—a year which was noted for 

the magnificent generosity of our gifts. Yet cries of 
dollar shortages continue. 


In what sense is there a shertage of dollars? 

Is this thing we call a dollar shortage something 
new in our experience? 

Are present world economic conditions without 
precedent? 

Is the destitution in Europe historically unique? 

Is the rehabilitation problem of Europe of an order 


of magnitude quite different from that following 
World War I? 


During the better part of a decade following World 
War I, sales of American goods in foreign markets 
assumed wholly unprecedented proportions. These 
goods were in substantial part paid for by means of 
credits extended by private investors in the United 
States. 

When this foreign loan extravaganza came to an 
end many serious complications arose. Foreign ex- 
change markets were chaotic; innumerable morator- 
iums were declared. Debtors defaulted everywhere. 
But expedients, now generally regarded as abuses, 
were devised. Out of it all came ideas which took 


1The Department of Commerce has recently estimated that foreign- 
ers would receive during 1947 abouti$9 billion (as against $7 billion 
last year) from us through sale to us of their goods and services. 
Gifts and other transfers from us for which no payment is received 
will total upwards of $2 billion. Including large credits already 
arranged and others in the offing, foreigners are expected to have 
available for payment to us over $16 billion during the current year. 
Various necessary deductions bring the total available for purchase 
of goods down to $12 billion. 
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form in the Export-Import Bank, and, since World 
War II, in the International Bank for Recon- 
struction and Development and the International 
Monetary Fund. The resources of the bank and the 
Fund, even when made to supplement one another, 
are far from adequate to meet the need for dollars 
during the next few years as it is currently estimated. 


SUMMARY 


The current ‘‘dollar shortage’’ is really hunger 
for goods, supposedly obtainable only with dollars. 
Demand in Europe and in other parts of the world 
for American goods may be greater in some re- 
spects now than in the years immediately after 
World War I, but, by and large, the present situa- 
tion is strikingly similar to that of 1920. 

Private enterprise in the United States was 
liberal with both its dollars and its goods during 
the Twenties. But the bubble burst in less than a 
decade, and international economic chaos, greatly 
aggravated of course by World War II, has ruled 
ever since. Private investors this time are obvi- 
ously wary—too wary, perhaps, in the official view. 

In keeping with the spirit of the times, govyern- 
ments, particularly the government of the United 
States, have been more inclined this time than 
last to ‘“‘do something about it,’’ but if public 
credits in the years ahead are to play a role in 
international economics comparable to the ex- 
port of private American capital in the Twenties, 
it will soon be necessary to supplement the ac- 
commodations of the International Bank, the 
Monetary Fund and the current direct relief 
grants and loans with further large drafts on the 
Federal Treasury. 
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The situation is not greatly altered when the re- 
sources of the Export-Import Bank are added. This 
inadequacy becomes all the more striking when de- 
mands for political financing are included in the 
estimates. 


What are the basic economic facts of this situation? 


How real, in an economic sense, is the need for loan 
accommodations? 


Why is there no vigorous private lending? 
How are the newly created institutions in this field 
designed to function? 


Answers to such questions are obviously in part a 
matter of opinion, but facts are essential to any intel- 
ligent appraisal of the situation. The purpose of this 
study is to assemble and present as simply as possible 
the more essential of these facts. 


If. Europe in 1920 and 1947 


IKE all contemporaries we are prone to regard our 
own era as without precedent. The no-precedent 
idea is particularly prevalent as regards postwar con- 
ditions in Europe. In some respects the facts bear us 
out. But conditions were also bad after World War I, 
when European industrial output was only about one 
half and agricultural production about two thirds of 
normal.! Then Europe was suffering “from a lack of 
working capital and from a loss through wear and tear 
or physical destruction of fixed capital. In many 
countries at the beginning of the armistice period, and 
in a few for a number of years, even the supply of 
consumption goods—food, clothing, coal—to keep the 
population in sufficient strength to produce efficiently 
was short; reconstruction had to start with rebuilding 
the health and vigor of the population.”? Like today, 
the shortage of coal was critical. Transportation was 
severely crippled. 

The slow revival of agricultural and industrial pro- 
duction in continental Europe following the First 
World War is reflected in the data shown in tables 
1 and 2. Production of cereal grains throughout the 
Twenties remained under the 1909-1913 average. Not 
until 1925 did industrial production and mining in 
continental Europe approximate the prewar level. 

Data adequate for a detailed comparison of the 
situation in Europe today with that of the corre- 
sponding date after World War I are not available. 
General comparisons, however, appear possible. By 
and large, economic reconstruction following the Sec- 
ond World War has been more rapid. Indeed, the 
progress in some countries has been nothing short of 
remarkable. 


United Kingdom 


The Second World War reduced the national wealth 
of the United Kingdom by about 25%—a loss of ap- 
proximately $30 billion. Enemy action destroyed or 
damaged four million houses. Britain’s merchant fleet 
(excluding dominion and foreign-owned vessels oper- 


1These percentages apply to 1919. League of Nations, “‘Europe’s 
Overseas Needs, 1919-1920, and How They Were Met,’ Geneva, 1943. 
*Tbid, p. 7. 


ating under charter) was reduced to less than three 
quarters of the prewar tonnage. External liabilities 
rose about $12 billion. The loss in national wealth 
is as follows: 


Billions of dollars 


Physical destruction 
On lands)! fre cn abet gc. soe ae oe hee See 6.0 
Shipping (including cargoes).................. 3.0 
Plant. depreciation, 4 .Aes)1c+-apiiehe nee 3.5 
Liquidation of foreign holdings.................. 17.0 
Totals: Wietcek cite cee aie aera 29. 


Yet, on the whole, Britain’s current industrial pro- 
duction already approximates what it was before the 
war. The major stumbling blocks to increased pro- 
duction have been coal and power. At the close of 
1946, despite an almost unprecedentedly severe win- 
ter, coal production was only 18% under 1938. Produc- 
tion has since risen appreciably. 


1British White Paper, Cmd. 6707; reprinted in Federal Reserve 
Bulletin, January, 1946. 


Table 1: Industrial Production and Mining 
Following World War I 
Source: League -of Nations 
Indexes: 1928=100 

Area 1913 | 1919 | 1920 | 1921 | 1922 | 1923 | 1924 | 1995 

Eranceyn waa t ee 79 | 45) 49] 43] 61 69 | 85] 84 

Realy ce uisueneaes 63 58 59 61 67 72 82 92 

Belgium....... Pel Sue ee: 54 47 61 70 77 75 

Western Allies'..| 74 | 49| 52] 49] 63] 70) 83] 85 

Neutrals’. ...... 79 a|78b| 69] 73 | 78] 83] 88 

Germany........ 98 | 37) 54] 65| 70] 46] 69] 81 

Czechoslovakia...) 73] 58] 53 | 69} 61] 71 | 74] 78 

sVAUBtTiAg 24s ope PuSe 34 41 54 65 69 76 84 

Other countries®. | .. Re o>: |) 3694 FE OTE Nee eae 
Central and East- 

ern Europe....| 92} 39 | 63 | 64] 70} 54] 71 80 
Total Continental 

Europe......... 84] 47] 56] 59] 68] 63] 77] 83 


Note: Although figures for 1913 are included in this,table for most countries, they 
are in a number of instances of too doubtful comparability to be used as a base for 
the index in preference to a postwar year. The year 1928 is the base year given in 
the source on which this table is compiled. This base of course makes the level of 
production in the early postwar years appear lower than it would have, had a 1913 

ase been employed. 

including Portugal. 

‘Denmark, Netherlands, Norway, Spain, Sweden, Switzerland. 
= ina Estonia, Finland, Greece, Hungary, Latvia, Poland, Roumania, 

ugoslavia, 

aDenmark: 83; Spain: 61; Switzerland: 108, 

bExcluding Netherlands and Norway. 
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Agricultural production fell in 1946 because of poor 
harvest conditions, but, except for livestock products, 
it was still higher than before the war.t 

Industrial production in 1920 was 95% of 1913 out- 
put. Production of coal reached 80%; pig iron, 72%; 
steel, 99%; wheat, 123%; potatoes, 92%. Industrial 
production did not get up to prewar level until 
1925. With 1913=100, production followed this 
course: 1920—95; 1921—80; 1922—86; 1923—95; 1924 
—98; 1925—100.? 

In at least two important respects, Britain emerged 
from the Second World War in a much weaker posi- 
tion than from the first. Housing facilities are obvi- 
ously much less adequate now than in 1920. The abil- 
ity of the country to draw on the world on investment 
account is much below 1920. This may continue to 
be true even if the British Government succeeds in 
scaling down war-incurred obligations now carried as 
blocked sterling balances. This situation is partly a 
result of the fact that World War II losses are largely 
superimposed upon those incurred in the First World 


War. 


France 


France’s output in 1945 was 40% to 50% under 
1938.3 By October, 1946, the index of industrial pro- 
duction (1938=100) stood at 94. Adverse weather 
conditions at the end of the year reduced the index 

1Economic Survey for 1947,”’ British White Paper, Cmd. 7046; 
reprinted in Federal Reserve Bulletin, April, 1947. p. 367. 

2W. F. Ogburn and W. Jaffé, “The Economic Development of 
Postwar France,” 1929, Chapter V 


France and Italy: Patterns of Reconstruction,” Federal Reserve 
Bulletin, April, 1947. 


for January of this year to 89. Coal production is 
greater than it was before the war, but imports are 
lower so that the supply is below normal. The 1946 
wheat crop was about 15% below the prewar average. 
Steel production appears to be running at roughly 


80% of the average prewar rate. 


In 1919, industrial and mineral production in France 
including Alsace Lorraine was 60% of what it was in 
1913. Coal output in that postwar year was 50% of 
1913; pig iron, 26%; steel, 31%; and wheat, 57%. By 
1922, industrial and mineral production had reached 
79% of 1913 output, and by 1924 had climbed to 
108%. Agricultural production in 1919 was 70% of 
the 1909-1913 average. It did not reach the prewar 
level until 1925.1 


Other Countries 


Industrial production in Belgium has risen from an. 
index of 36 (1939=100) in 1945 to approximately 
prewar levels. Progress in the Netherlands has been 
slower. The war reduced that country’s national 
wealth an estimated 8 billion guilders. The index for 
manufacturing, mining, and public utilities stood at 
66% of 1939 in 1946. Industrial production in Den- 
mark last year was 90% of 1939; in Sweden, 103%; 
in Norway, 94%. The Norwegian index reached 112 
in February of this year. Production in Poland has 
surpassed prewar totals. For November, 1946, the 
latest month available, industrial production was 
107% of 1937. 


1Ogburn and Jaffé, op. cit. 
*Hendrik De Leeuw, “Holland at the Crossroads,” Commercial and 
Financial Chronicle, May 8, 1947. 


III. Financing in the Twenties 


ETHER the situation in 1919 was as bad as 
in 1946, the statistical record leaves no room 
for doubt that the need in the earlier years was great 
and urgent. To meet the need our government made 
relief grants and loans. The loans swelled the total 
of the interallied debts which, in their turn, were so 
conspicuous in international negotiations in the Twen- 
ties and early Thirties. Governments soon retired, 
however, as providers of funds, leaving the work of 
financing reconstruction and development to private 
lenders and private investors, chiefly in the United 
States. 

American investment abroad was not confined to 
Europe. Since Europe was unable to supply capital 
to the outside world in accustomed amounts, coun- 
tries turned to United States markets, which tended 
to respond with much greater liberality than had 


been the rule in the capital-exporting countries of 
Europe.t 


WE SOLD MORE THAN WE BOUGHT 

What we were doing, of course, was selling goods 
and services abroad against payment in the form of 
title to property in foreign countries or against prom- 
ises to pay at some later date. During the decade 
1919-1928, we sold to the outside world about $70 
billion in goods and services, while our foreign pur- 
chases of goods and services totaled only $59 billion. 
About $762 million of the difference was settled by 


Incidentally, most of the European countries which had stood as 
creditors to the world prior to World War I continued to export 
capital on net balance on a reduced scale during most of the decade. 
Germany was a marked exception. Large reparations were exacted 
of her. In addition, her foreign investments had been largely con- 
pa ae in Continental Europe, which suffered severely during 

e war. 
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shipments of gold to us. As for the remainder, for- 
eigners paid us with the proceeds of our loans and 
investments; 7.e., our “capital exports.” 

This process of supplying capital met with a sharp 
reversal after 1929. Total dollars ‘supplied through 
current and long-term capital transactions, which for 
the years 1927-1929 totaled $22.2 billion, fell to $12.2 
billion during 1930-1932. . 

Long-term capital loans dropped to practically 
nothing and a flight from the dollar developed in the 
short-term capital market. 

Whether the United States played, during this pe- 
riod of the Twenties, the role of world banker or the 
part of an economic Santa Claus is a controversial 
question. A statistical appraisal of the direct results 
of our financial transactions, from 1920 through 1940, 
was, however, prepared by the Department of Com- 
merce in 1945. If direct investments are included, this 
country had sent about $18.2 billion abroad by the 
end of 1940, according to these estimates. The results 
may be classified as follows: 


Estimated value of outstanding investments at the end 


OLFLOTD Pic Stew & coke tbo ated $6,456 million 
New security issues in the American market, exclusive of 
refundings, 1920-1940, inclusive......... $8,501 million 


IV. The 


N ANOMALOUS feature of the last half of the 
Twenties was that inflationary movements in 
our securities markets attracted substantial foreign 
speculative funds at the same time that American 
investors were taking up large amounts of new for- 
eign securities offered in this country. Foreign con- 
fidence in the financial situation in this country was 
shaken by the stock market collapse. Speculators 
tended to “get out,” and in net effect did so by sell- 
ing their dollars to others with urgent need of them— 
often for amortization and interest payment on debts 
owed to this country on long-term account. One effect 
was to increase the margin by which we stood as 
creditors to the world. 

This reached a peak of $9.5 billion in 1933, despite 
the fact that we had virtually ceased, wittingly and 
willingly, to “export capital” in the period of the early 
Thirties. 


FLIGHT OF CAPITAL 
Then followed a half decade of flight of capital from 
the economic chaos and impending war in Europe to 
what was regarded as the comparative safety of the 
United States. Dollar devaluation and the conse- 
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Net increase in direct investments abroad, 1920-1940, 
ose NV Sin’ sain kav alate alisha iateneiateiercerto yee or aie $3,290 million 

Amortization receipts and net resales of securities, 1920- 
LOAO Nec onteat eras en ae Shee cen ae $4,915 million 

Income from foreign dollar bonds and other portfolio 
investments, 1920-1940 ............0005 $4,932 million 


Income from direct investments, 1920-1940.$7,428 million 
Outstanding value of United States foreign investments at 
the end of 1940 (foreign dollar bonds at market 
WALULE) as oho. 54 ce 5 cid bese" bate & ino Cea eee $9,790 million’ 


On principal alone, the net loss during the period 
1920-1940, as estimated by the Department of Com- 
merce, amounted to $3,542 million. This is the differ- 
ence between receipts from amortization and net re- 
sales of securities ($4,915 million), plus the 1940 
value of outstandings ($9,790 million) and the 
total “put in” ($18,247 million). The two income 
items total $12,360 million, one half of which might 
be considered a reasonable return on the $6.5 bil- 
lion foreign investment outstanding in 1919. This 
would leave roughly $6.2 billion of return on the $11.8 
billion later invested and outstanding for periods 
ranging up to twenty years or more. 


1United States House of Representatives, Committee on Banking 
and Currency, Hearings on Bretton Woods Agreements Act, 1945. 
Estimates prepared by Department of Commerce. 


Aftermath 


quent increased gold production facilitated the trans- 
fer. Both as to the magnitude of the amounts in- 
volved and as to the mode of transfer (gold rather 
than goods), the movement was without parallel in 
history. The general world-wide economic disruption 
of which it was a part also gave rise to many cur- 
rency and foreign exchange practices and devices, 
which, however necessary they may have appeared 
in individual instances, added to the difficulties of 
the period. 

Avoidance of similar difficulties has become a major 
objective of the International Bank for Reconstruc- 
tion and Development and the International Mone- 
tary Fund. Several of these require special atten- 
tion. 

CURRENCY DEVALUATION _ 


Following World War I, Europe was in dire need 
of foodstuffs, capital equipment and raw materials for 
the rehabilitation of the national economies. These 
goods had to be imported since they were not avail- 
able in war-torn Europe. As a result, a great demand 
for foreign exchange arose—a demand which drove 
down the foreign exchange value of many national 


pees | Rad ae. el i A 
. . - 
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Table 2: Production and Supply of Cereals in 


Continental Europe Following World War I! 
Source: League of Nations 
Indexes: 1909-1913=100 


1922 | 1928 | 1994 | 1925- 


1929 
Production....... 771 90| 80| 97 
Total supply’... . 80 | 92]| 83 | 100 


1Wheat, rye, barley, oats and maize 
*Production plus net import 


currencies. In the case of certain countries, other fac- 
tors,, such as inflation, reparation payments and 
political upheaval may have been more important in 
driving down the exchange value, but undoubtedly 
the heavy imports played a part as well. 

The currency stabilization which took place in the 
period 1922-1928 was a piecemeal affair with every 
country stabilizing independently of every other coun- 
try. Stabilization was carried out without considering 
the relation of one currency to another or the rela- 
tion of prices and cost from one country to another. 
The more usual procedure was to define the new level 
as a certain percentage of the previous gold content 
of the national currency. New difficulties, known as 
over- and undervaluation of currencies, arose from 
the series of independent attempts at stabilization. 

After a short period of monetary stability from 
1927 to early 1929, another cycle of depreciation and 
devaluation was initiated with the onset of the de- 
pression. Contrary to popular notions, the devalua- 
tion cycle of the early Thirties originated in raw- 
material exporting countries outside of Europe. As 
early as April, 1929, the Uruguayan peso started to 
depreciate. By the end of 1929, depreciation had 
started in Argentina and Brazil. Early in 1930, Peru, 
Bolivia, Australia and New Zealand joined the parade. 
The Venezuelan bolivar depreciated in September, 
1930. Other Latin American countries followed in 
1931. By the middle of 1932, other Latin American 
currencies not linked to the dollar had depreciated or 
been subjected to exchange controls. 

There were several factors accounting for the pres- 
sure on the foreign exchange value of the currencies 
of the raw-material exporting countries. The most 
important was the fall in value of their staple exports. 

A second group of countries, mainly on the conti- 
nent of Europe, had to devalue because of the pres- 
sure on the foreign exchanges resulting from with- 
drawal of short-term funds precipitated by the crisis 
of the Credit-Anstalt in Austria. These withdrawals 
affected domestic confidence and engendered runs on 
banks and flights of capital. 

The abandonment of the gold standard by the 
United Kingdom in September, 1931, aggravated the 
situation and transmitted the crisis to other countries. 
Sterling was left to find its own level; by 1936 the 

'See pp. 158-159. 


pound sterling was valued at about 60% of its 1929 
gold parity. Certain countries, to be known as the 
sterling bloc, found it to their advantage to permit 
their currencies to depreciate with sterling, but not 
necessarily to the same extent. The abandonment of 
the gold standard in March, 1933, and the devalua- 
tion of the American dollar in January, 1934, was 
undertaken, not because of the weak technical posi- 
tion of the United States dollar, but as part of an 
experiment designed to raise the domestic price level. 
Other countries soon followed suit. As a result, the 
depreciation which started in early 1929 became 
nearly universal by 1936. 


CLEARING AGREEMENTS 


Clearing agreements apparently originated in Ger- 
many in the spring of 1932.1 At that time Germany 
concluded a number of agreements with exchange 
control countries in Eastern and Southeastern Eu- 
rope in order to enforce payments of German commer- 
cial claims blocked in those countries and to open up 
bilateral channels of trade without the use of foreign 
exchange. 

The German debt moratoriums of 1933 and 1934 
were followed by the imposition of clearings by the 
Western nations upon Germany. Although the use of - 
clearings spread mostly among the European and 
South American nations, Germany relied upon them 
more than any other nation. 

Clearing agreements are a system of effecting inter- 
national payments without the necessity of resorting 
to the foreign exchange markets. Under a system of 
freely convertible currencies an importer would have 
to purchase foreign exchange in order to pay for the 
imported commodities, Similarly, an exporter would 
receive payment in his own currency, but obviously 
beforehand the importer would have. had to pur- 
chase foreign exchange in order to make the pay- 
ment. In both cases, the relationship is a direct one: 
the importer pays the exporter directly, usually in the 
currency of the country of the exporter. 

Clearing agreements eliminate this direct relation- 
ship of importer and exporter. In its place, two sepa- 
rate payment relationships are set up. The importer 
in country A who purchases goods in country B makes 
payment in his own national currency to his central 
bank or to a specially designated clearing office. The 
sums paid by the importers into the national clearing 
office are used to pay exporters in country A, who 
have shipped goods to country B. In country B, the 
same set of relationships are established: imports from 


1See Howard S. Ellis, ‘Exchange Control in Central Europe.” 
Harvard University Press, 1941, Cambridge, Massachusetts,pp. 202-3. 
Earlier agreements were made, however, for the first clearing agree- 
ment was reached in November, 1931, between Switzerland and 
Austria. In the same month, an agreement was reached between 
Switzerland and Hungary. See Fifteenth Annual Report of the 
Bank for International Settlements, Basle, 1945, p. 98. 
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country A are paid for by remitting to the national 
clearing office, while payments for exports to country 
A are received from the national clearing office. 

At certain stipulated intervals of time the claims 
of the national clearing offices in countries A and B 
are offset against each other. The settlement of the re- 
maining balance, if any, is provided for in the original 
clearing agreement between the two countries. The 
essence of the clearing is that it replaces multilateral 
clearings of international claims with sets of bilateral 
clearings. The claims against third countries cannot 
be used to offset claims arising between the two par- 
ties to the clearing agreement nor can the claims aris- 
ing between the two parties to the clearing agreement 
be used to offset claims of third parties. Instead of 
permitting equilibrium of its payments to the outside 
world with its receipts from the outside world to come 
about automatically, through the banking system, 
each state attempted to arrange for equilibrium with 
each of its trading partners—an almost impossible 
task. 

About 12% of world trade, it has been estimated, 
was conducted under these clearing agreements in 
1937. During the war, Germany further developed 
the device, effectively employing it as a means of ex- 
tracting what amounted to forced loans from neigh- 
boring states. 

The liberation of Europe provided the opportunity 
for the reestablishment of trade among the nations of 
Europe. The clearing agreement was the natural de- 
vice for these countries to fall back upon as a means 
of payment in the absence of any orderly foreign ex- 
change markets. The first such postwar agreement 
was reached in October, 1943, between the Belgium- 
Luxemburg Union and the Netherlands. This agree- 
ment was negotiated between the two refugee gov- 
ernments looking forward to the cessation of hostili- 
ties.1 The popularity of the clearing agreement is at- 
tested to by Table 4. 


FOREIGN EXCHANGE CONTROLS 


Exchange controls in the past have taken many 
forms. In a broad sense, a change in the discount 
rate, a traditional device under the gold standard, 
could be conceived as a method of exchange control. 
Whatever the term may embrace, the detailed and 
rigid type of exchange control which developed in the 
wake of the depression was aimed particularly at con- 
trolling capital movements. 

The stupendous growth of foreign short-term lend- 
ing in the Twenties proved highly disequilibrating 
once world prices and trade declined after 1929. Short- 
term indebtedness grew as world trade grew. Con- 
tributing to the growth of short-term indebtedness 
was the spread of the gold exchange standard to many 

1This agreement became operative on August 20, 1945. 


countries. Under this system nations included their 
foreign exchange claims on gold standard countries 
as part of their monetary reserves. According to the 
Bank for International Settlements,’ the gross amount 
of short-term indebtedness at the end of 1930 totaled 
about 70,000 million Swiss francs, or about $13.5 bil- 
lion at the rate of exchange prevailing then. This fig- 
ure relates only to the liabilities of Europe and the 
United States. 

The troubled course of the Credit-Anstalt? in Aus- 
tria precipitated a crisis which spread to Germany, 
Great Britain and ultimately to the United States. 
In Germany, there was a capital flight of 3,500 mil- 
lion marks during the first seven months of 1931 
according to the Basle Committee of Inquiry. This 
flight took the form of withdrawals of foreign credits, 
the sale of German internal securities and the move- 
ment of German capital abroad. 


THE CRISIS SPREADS 


The spread of the crisis on an over-all basis can be 
shown by the shrinkage of total foreign short-term 
liabilities of European countries and the United 
States in the three years following 1930. At the end 
of 1931, foreign liabilities for these areas were the 
equivalent of 45,000 million Swiss francs, a decline of 
more than a third in a year’s time. By the end of 
1933, foreign liabilities for these areas had fallen to 
approximately 32,000 million Swiss francs. Of this 
amount, about 11,500 million Swiss francs was esti- 
mated to be blocked through currency regulations, 
standstill agreements and similar measures. 

To stop this precipitate flight of capital, most of 
the European countries imposed exchange controls. 
Germany put the bars up on August 1, 1931. Seven 
days later, Hungary did the same, and, by the middle 
of October, Greece, Yugoslavia, Czechoslovakia, Aus- 
tria and Bulgaria had instituted controls. Before the 
end of the year, Denmark, Estonia, Latvia and Lithu- 
ania took action. Roumania placed restrictions in 
May, 1932, and Japan in July, 1932. In the United 
States, restrictions were imposed in March, 1933, and 
removed in November, 1934. Some latecomers were 
Italy (May, 1934), Poland (April, 1936) and Bel- 
gium (March, 1935). 

Controls were soon applied to all foreign exchange 
transactions from merchandise trade to tourist ex- 
penditures. One of the subsidiary reasons for intro- 
ducing controls was to check imports. By restricting 
outward movements of capital, exchange control 
countries, in effect cut off new capital. What was the 
point of investing if funds could not be withdrawn as 


1Fourth Annual Report, p. 27. 

2The Credit-Anstalt, the largest banking institution in Austria, in 
early 1931 had applied for aid to the Austrian Government and to 
the Austrian National Bank to cover the losses sustained in 1930. 
According to the accounts for that year its losses totaled 140 million 
schillings, an amount equal to its entire capital. 
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needed? Control countries became increasingly de- 
pendent upon their trade in commodities for their 
supply of foreign exchange. 

Exchange controls are still very much with us 
today. Of the twenty Latin American republics, thir- 
teen exercised exchange control in one form or another 
at the end of 1946.1 Only Argentina and Haiti do not 
belong to the Fund and Argentina has exchange con- 
trol. Thus, of the eighteen members of the Fund, 
from Latin America twelve exercise exchange controls. 
In Europe? and in the Far East,’ foreign exchange 
controls are common. The sterling area, composed 
mainly of the members of the British Commonwealth 
of Nations, is still in existence, although the Anglo- 
American agreement of July, 1946, provides for the 
removal of the so-called sterling area dollar pool. After 
the middle of July, 1947, sterling balances currently 
earned are to be permitted to be converted. 


MULTIPLE CURRENCIES 


Multiple currency springs directly from the prac- 
tice of exchange control. The outstanding example 
today is that of Argentina. Essentially, the system 
consists of a variety of rates at which local cur- 
rency can be converted into one foreign currency 
and a variety of rates at which one foreign currency 
can be converted into local currency. As practiced 
in Argentina before the war, the rates varied depend- 
ing upon the commodity to be imported and the coun- 
try from which the import originated. Countries were 
divided into three classes. For the import of automo- 
biles from Group I countries, which included the 
United Kingdom, foreign exchange could be obtained 
at the rate of seventeen pesos to the pound. For the 
import of automobiles from Group III countries, in- 
cluding the United States, foreign exchange could 
be obtained at the rate of twenty pesos to the pound 
sterling. Thus, an automobile coming from the United 
States would cost the Argentine importer about 18% 
more in terms of his own currency than one of com- 
parable value from the United Kingdom. Rate dis- 
criminations based upon the country of origin were 
relaxed during the war owing to the difficulty of ob- 
taining adequate supplies from abroad.* 

Product rate discrimination has not been abolished. 
The structure encourages importation of necessities 
and discourages luxury imports. To import necessi- 
ties, a trader must give the Central Bank 15.02 pesos 


1See “Exchange Control in Latin America at the End of 1946,” 
International Reference Service, Department of Commerce, March, 
1947, for details of controls imposed. 

2Fifteenth Annual Report, Bank for International Settlements, 
Autumn, 1945, pp. 96-107, Federal Reserve Bulletin, April 1947, 


pp. 363-4. iA 

“Private Trading With Far East: Control and Restriction 
Pattern,” Foreign Commerce Weekly, April 5, 1947. 

‘By a regulation of January 20, 1947, rate discrimination based 
upon the country of origin has been abolished. See “Exchange Control 
in Latin America at the End of 1946.” International Reference 
Service, March, 1947. 


for every pound sterling, or equivalent in other cur- 
rencies—as against 19.86 pesos for luxury imports. 
The rates for machinery and motor cars are 18.31 
pesos and 19.52 pesos, respectively, to the pound. This 
system thus permits a fine control over the import of 
goods. It also provides the Central Bank with a 
source of profit in the differential which exists be- 
tween its buying and selling rate. 

Exports are also affected by the system. The ex- 
porter of meat, for example, receives 15.02 pesos to 
the pound sterling, as against the 13.51 pesos regu- 
larly allowed for other exports—a subsidy of about 


11%. 
THE STERLING BLOC 


Another of the international currency arrange- 
ments that originated in the depression and is still 
in existence today, although somewhat modified, 
is the sterling bloc or area. Countries making up the 
sterling bloc were the British Dominions, except Can- 
ada, Portugal, the Scandinavian countries, Iran and 
Latvia. Other countries, such as Argentina and Japan, 
although not generally considered part of the sterling 
bloc, kept their exchange rates fixed in terms of sterl- 
ing. 

While political bonds undoubtedly played a part in 
the formation of the sterling bloc, economic and com- 
mercial considerations were important factors. Great 
Britain’s share in the export and import trade of 
sterling bloc countries is shown in Table 3. 


Table 3: Percentage Share of United Kingdom in 
the Foreign Trade of Selected Countries 


Source: “International Currency Experience” League of Nations, 
Geneva, 1944 


Country 


Sweden casi to Sea 
Union of South Africa. . 


In most cases, the percentage of exports taken by 
Great Britain from the other sterling bloc countries 
was greater than the percentage of imports she sup- 
plied to them. By tying their currencies to the pound 
sterling these countries protected their competitive 
position with regard to their principal customer. Their 
sterling balances were relatively liquid because of the 
importance of Great Britain to their import trade. 
They could also be used to meet payments arising 


160 


THE CONFERENCE BOARD 


a val” “a0 Sa ee oe en Tae 2 + ee 


4 


. June, 1947 


from the long-term debts which most of these coun- 
tries owed Britain. 

The world-wide cyclical downswing which started 
in 1929 was much less severe in Great Britain than 
in either the United States or Germany. At the bot- 
tom of the depression (1932), industrial activity was 
17% below the 1929 level in the United Kingdom, 
47% below in the United States and 42% below in 
Germany, according to League of Nations estimates.! 

At the outbreak of war in the fall of 1939, the non- 
British members of the sterling bloc gave up their 
link with the pound and the bloc was limited mainly 
to the British Commonwealth of Nations. The needs 
of wartime exchange changed both the form and pur- 
pose of the sterling bloc. 


STERLING AREA 


Hence, a new arrangement, the sterling area, was 
developed. It had a much more formal nature with 
each country assuming certain obligations as well as 
rights. Great Britain extended her control system to 
the nonself-governing units of the empire, and each 
self-governing member modeled its control system on 
Great Britain’s. From outward appearance one ex- 
change control system covered the area. In reality, 
many control authorities existed, acting independent- 
ly of London. In view of the central financial position 
of London, however, foreign exchange resources were 
pooled there. Accordingly, foreign “hard” currencies 
received by member nations for exports, visible and 
invisible, were paid by the sterling countries into the 
pool. In return, sterling countries received balances 
in London. 

To pay for imports into the sterling area, member 
countries had to exchange sterling for the desired cur- 
rency. The limits of drawings upon the central pool 
were fixed by the group. Member countries also 
agreed to make purchases outside the sterling area 
only when it was impossible to obtain the same goods 
within the area. Thus the problem of an adverse bal- 
ance of trade during the war was lessened for Great 
_ Britain since the burden was spread among all the 
sterling area countries. 

One outcome of the agreement was the incurrence 
of a huge sterling debt by the United Kingdom to 
the other sterling area countries. By the end of 1946, 
total liabilities approximated £2.9 billion, of which 
£1.9 billion was owed to India, Burma and sterling 
countries in the Middle East. By the terms of the 
Anglo-American agreement, these “blocked sterling 
balances” are to be divided into three parts: balances 
to be released at once and convertible into any cur- 
rency for current transactions; balances to be simi- 
larly released by instalments over a period of years 
beginning in 1951; and balances to be adjusted as a 


1“Jnternational Currency Experience,” League of Nations, 1944, 
p. 49. 


contribution to the settlement of war and postwar 
indebtedness. These balances are, of course, in addi- 
tion to those to the credit of other countries. The 
over-all total at the end of 1946 was roughly £3.5 bil- 
lion sterling. Furthermore after July 15, 1947, dol- 
lar receipts from current transactions accruing to 
the sterling area countries are to be freely at their 
disposal for expenditure anywhere, as are sterling 
balances acquired on current account by any country. 


BLOCKED ACCOUNTS 


The blocked balance was another device used to 
protect national currencies. It was developed to its 
finest point in Germany. Blocked accounts are bal- 
ances due foreigners which cannot be converted by 
the owners into gold or foreign exchange and whose 
internal use is restricted. In Germany these bal- 
ances arose out of the standstill agreements, transfer 
moratoriums and exchange control devices—measures 
adopted partly as protection, partly as a means of 
exploitation. 

At the beginning of 1936, thirteen types of blocked 
accounts were in existence in Germany. The Kredit- 
sperrmark accounts were created by the proceeds 
from the sale of inland property or from the proceeds 
of the repayment of mortgages, loans, etc., which were 
granted by a foreigner before July 16, 1931, or Oc- 
tober 9, 1931, in the case of a foreign bank and were 
not governed by a standstill agreement. These bal- 
ances could be used freely to purchase German reichs- 
mark securities, with certain exceptions. They could 
be used for other specified purposes only with written 
approval of the Foreign Exchange Office. Long-term 
investment in Germany was permitted in mortgages, 
purchases of real property, etc. However, if the mort- 
gages were repaid or the property sold, the proceeds 
had to be returned to the Kreditsperrmark account. 
Expenses of a nonbusiness trip in Germany by the 
holder or member of his family could be met by draw- 
ing on this account to the extent of 2,000 reichmarks 
per person per month. The account could be used to 
make gifts to relatives in Germany or to make con- 
tributions to social, religious or other bodies in Ger- 
many. Tax payments and costs connected with ad- 
ministration of the blocked account could be paid by 
drawing on the account. 

Under limited conditions this account could be used 
to pay for new orders of German goods or for serv- 
ices of firms in Germany by the original holder of 
the account. Only 25% of the invoice price could be 
so met. The remaining 75% had to be paid in for- 
eign currency or free reichsmarks. It was not possible, 
however, to use blocked credit balances in this way 
for export of goods to the United Kingdom, Finland, 
France, Italy, the Netherlands, Austria, Rumania, or 
Switzerland owing to certain provisions of the pay- 


Abs 


d 
a 
: 


June, 1947 


BUSINESS RECORD 


161 


ment or clearing agreements covering trade with these 
countries. 

Altguthaben were bank deposits of a foreigner 
which existed prior to July 16, 1931, and which were 
not the subject of a standstill agreement. Only 25% 
of the amount in the account on April 1, 1932, could 
be used unless the depository bank gave permission 
for the use of a further 25%. At intervals of six 
months another 25% of the April 1, 1932, balance 
could be utilized provided permission were obtained 
from the depository bank. Not only were the amount 
of withdrawals limited but the uses were restricted 
to those of the Kreditsperrmark accounts. 

Notensperrmark were created by reichsmark notes 
which were sent to Germany with instructions to pay 
them into a blocked account. Under a law of Decem- 
ber 6, 1935, it was illegal to bring reichsmark notes 
into Germany in an amount exceeding 30 reichmarks 
except for payment into a blocked account. 

With the permission of the foreign exchange au- 
thorities these accounts could be used for loans on 
mortgage, or loans to residents in Germany or partici- 
pation in German firms, in each case of at least five 
years maturity. Only half of the purchase price of 
real property and three quarters of the price of new 
buildings could be paid for by Notensperrmark. 
Foreign currencies had to be used for the remainder 
of the purchase price. 


Konversionguthaben arose from the accrual of in- 
terest, dividends, regular amortization payments, 
rents, and so forth, on the holdings of German assets 
by foreigners where the investment was made before 
July 16, 1931. Payments were normally made to the 
conversion office by the German debtor. In certain 
cases, the conversion office offered the foreign credi- 
tors funding bonds in exchange for the Konversion- 
guthaben arising out of the interest accruals. Where - 
the creditor did not accept the funding bonds, his — 
credits remained with the conversion office, but 
earned no interest. In special cases, these accounts 
could be used within Germany for taxes, nonbusiness . 
traveling expenses or gifts to relatives. As indicated, ° 
nine other types of blocked balances were in existence * 
arising from debts due foreigners on one account or - 
another. 

As a result of the segregation and limitation on the * 
use of credits in Germany, the separate accounts were. 
subject to varying degrees of discount. For example, 
the discount on mark notes depended on the ability 
of the German frontier guards to prevent smuggling. 
Speculators, traders and tourists who desired mark 
notes could purchase them at a discount of 66% in 
August, 1938. Blocked balances arising from clearing 
agreements were sold at discounts ranging from 2% 
to 37% in March, 1937, depending upon Germany 
export possibilities to the various countries. . 


V. The Postwar Situation 


HE sharp reduction in our investments abroad 

during the Thirties plus the increased flow of 
foreign capital into this country during the late years 
of the decade reduced our net creditor position to 
$1.2 billion at the close of 1940. There was a mod- 
erate reversal of trend during the succeeding year, 
but from 1941 onward our part as the “arsenal of 
democracy” first reduced our creditor balance and 
then converted it into an actual debtor balance—a 
position we had not occupied since the earlier years 
of World War I. Although a creditor on long-term 
account by $3.6 billion at the end of 1945, our net 
debtor status on short-term account totaled $7.2 bil- 
lion. 

A preliminary estimate of our position at the close 
of 1946 shows this country in a net creditor position 
of about $1 billion. However, it is probable that these 
figures, as well as the 1945 data, will be revised when 
more conclusive information is available as to the 
effect of the war upon our investments abroad. 

The change is, of course, easily explained. During 
the war years we had bought heavily abroad on ordi- 


nary commercial account; that is, made purchases 
which had to be paid for. Our exports of goods and 
services were in large part “unilateral transfers.” Dur- 
ing the years 1942-1945, inclusive, we supplied the 
world with $48 billion of goods and services on uni- 
lateral transfer account and received but $8 billion. 
Our paid-for exports failed by a wide margin during 
those years to equal our paid-for imports. 


ENLARGE UNRRA 


Although new lend-lease commitments ended, with 
a few exceptions, on V-J day, further shipments on 
old commitments were effected and the operations 
of UNRRA were greatly enlarged in 1946. Unilateral 
transfers, in consequence, continued to bulk large in 
our international relations through 1946. They are 
still substantial. But credit operations have assumed 
large proportions since active hostilities ceased, with 
the result that our postwar trade balance and our 
capital position vis-a-vis the rest of the world have — 
taken on a new appearance. 

The United States during 1946 provided $15.3 bil- 
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TABLE 4; BILATERAL PAYMENT AND MONETARY AGREEMENTS IN EUROPE AS OF SEPTEMBER 10, 1946 


Source: 
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lion of goods and services to foreign countries, com- 
pared with $7.1 billion which we received from 
abroad. The net transfer of goods and services to 
foreigners, amounting to $8.1 billion—$1A4._ billion 
greater than during 1945—was financed through uni- 
lateral transfers, such as UNRRA contributions and 
private remittances to the extent of $3.1 billion; 
through the extension of American long- and short- 
term credit amounting to $3.0 billion; and through 
the utilization of $2.2 billion of foreign dollar assets 
and gold. 


FUTURE OUTLOOK 


The outlook for the year 1947, according to official 
estimates, may be summarized about as follows: For- 
eigners are expected to have about $12 billion with 
which to buy American goods. This is after allow- 
ance has been made for carrying charges on American 
investments abroad, and other transactions not in- 
volving purchasé of goods in this country. Of this 
amount (which incidentally is appreciably larger than 
that of last year), more than $6 billion will be pro- 
vided by loans and by donations or other remittances 
for which we obtain no return. Only a small portion 
of the loaned funds will be obtained through private 
lending. 

As to whether such amounts as these are wholly 
“inadequate” for current needs, there can, of course, 
be no objective determination. Too much depends 
upon the meaning to be attached to the word “need.” 
Political requirements, if any, are beyond the scope 
of this discussion. Some of the basic economic fac- 
tors governing this situation can, however, be set 
forth in factual form. What is commonly called the 
dollar shortage is really a shortage of goods and serv- 
ices which can be obtained, if at all, only with dollars. 
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Virtually all the dollars available to foreigners in the 
course of the year may be employed by the owners 
anywhere in the world, so far as technical restrictions 
are concerned. We are in a position to transfer any 
reasonable sum of dollars anywhere in the world— 
by gold shipments if necessary. The trouble is that 
all the world seems to be goods hungry—hungry for 
goods obtainable presumably only in the United 
States. No one wants our gold. Everybody wants our 
goods. It was so after World War I. 

Credits out of proportion to our ability or willing- 
ness to supply goods would be of doubtful value to 
the borrower and a highly probable cause of addi- 
tional inflationary pressure at home. The facts are 
clear. Our exports are enormous in absolute amounts 
and substantially greater in proportion to national 
income than in nearly all peacetime years for which 
statistics are available. But they were less in 1946 
than in 1919 when related to national income. Dollars 
now expected to be available to foreigners to buy 
goods in this country during the current year will 
constitute a smaller percentage of national income 
than did our merchandise exports in 1920, assuming 
no sharp change in national income. In 1919, our 
exports came to roughly 12% of national income. The 
figure did not change very much the next year. It is 
difficult to be certain of comparability of figures, but 
it would appear that the corresponding figure for 1946 
was not above about 8%. Current éstimates of the 
Department of Commerce do not warrant expecta- 
tion that the figure will be very much changed this 
year. 

The significance of such comparisons as these, how- 
ever, may not be as great as one might suppose. We 
were at war much longer this time than last. The 
conflict absorbed a very much larger proportion of 
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our current effort and output. Although statistical 
evidence on the point is difficult to adduce it may be 
that we emerged from this conflict with consumer 
stocks well below those of late 1918. We may be far 
more goods hungry ourselves than was true last time. 
These things must remain largely in the realm of con- 
jecture. Our ability or our willingness to supply for- 
eigners is, moreover, not very well measured by such 
over-all figures as national income. Much depends 
upon what goods foreigners want of us. What they 


_ bought in 1946, and what they are still buying in very 


large amounts as compared with before the war, are 
such things as raw tobacco, wheat, lard, meat prod- 


THEN AS NOW? 


“I cannot too earnestly or solemnly urge upon. the 
Congress the appropriation for which Mr. Hoover has 
asked for the administration of food relief. Food re- 
lief is now the key to the whole European situation 
and to the solutions of peace. Bolshevism is steadily 
advancing westward, is poisoning Germany. It cannot 
be stopped by force, but it can be stopped by food; 
and all the leaders with whom I am in conference 
agree that concerted action in this matter is of imme- 
diate and vital importance. The money will not be 
spent for food for Germany itself, because Germany 
can buy its food; but it will be spent for financing the 
movement of food to our real friends in Poland and 
to the people of the liberated units of the Austro- 
Hungarian Empire and to our associates in the Bal- 
kans. I beg that you will present this matter with 
all possible urgency and force to the Congress. I do 
not see how we can find definite powers with whom 
to conclude peace unless this means of stemming the 
tide of anarchism be employed.”’—President Wilson, 
cable to the chairmen of the House and Senate appro- 
priations committees, January 11, 1919. 


ucts, rice, sawed timber, cotton cloth, duck and tire 
fabric, motor trucks, buses and passenger cars, indus- 


trial machinery, electrical machinery and apparatus, 


various steel and rubber products, and agricultural 
machinery and implements. Are we able and willing 


“to permit a larger proportion of our production of 


such items as these to go abroad? Could foreigners 
expend more than, say, $12 billion in this country 
this year for such articles without bidding up prices 
inordinately? Whether current credits and other ac- 
commodations are in any economic sense adequate 
depends in very large measure upon the answer to 
these questions. 

Whether further large advances, or even those now 
being made, are warranted—again in a purely eco- 
nomic sense—depends also upon the prospect of 
borrowers being able within a reasonable length of 
time not only to become self-sustaining but to export 
goods and services in amounts sufficient to service the 
debts now being incurred. The term “shortage of dol- 
lars” as now applied to some countries is often very 
nearly synonymous with “poverty.” 

But what of 1948 and subsequent years? Of the 
$16 billion foreigners are expected to have for use for 
all purposes during this year, only somewhat more 
than $10 billion are expected to come from their 
own resources, including gold shipments and liquida- 
tion of investment assets held here. About $2 billion 
will be gifts. Approximately $4 billion represents pro- 
ceeds of loans, virtually all governmental in character. 
Unless drastic changes in policy occur, unilateral 
transfers will be relatively unimportant in 1948 and 
later years. No one can say, of course, what govern- 
ment loans will be, but existing schedules call for a 
much reduced scale of lending. Apparently, if foreign- 
ers are to have $16 billion for use in this country in 
1948, their exports to us, loans by the International 
Bank and the Fund, and accommodations by private 
investors must together total perhaps as much as 
four or five billion dollars more than in 1947. It is 
doubtless this longer-term outlook which lends sup- 
port to the recently renewed talk of reviving lend- 
lease and a vastly enlarged program of government 
giving or lending. 

A moderate revival of private foreign lending seems 
to indicate that the more favored among foreign bor- 
rowers can obtain funds here in sizable amounts at 
reasonable rates. The market will doubtless be fur- 
ther tested by the first large offering of debentures 
by the International Bank. 


VI. New Machinery for the Export of Dollars 


HREE institutions have been devised to facili- 
tate the flow of American capital abroad, and to 


_- ameliorate, or where possible eliminate, undesirable 


practices which have grown up in international fi- 
nance during the past decade or two. A brief account 
of their origins, purposes and mode of operation fol- 


lows. 


The Export-Import Bank became an instrument ~ 
for large-scale foreign lending with the Export-Import 
Bank Act of 1945. The bank was organized in 1934 
as a corporation in the District of Columbia owned by 
the Federal Government. It was originally designed 
to ease the stringency caused by the virtual with- 
drawal of private funds from the financing of Ameri- 
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can foreign trade. The 1945 act raised its lending 
authority to $3.5 billion to permit the financing of 
reconstruction projects abroad arising from the 
war. A number of large loans to foreign govern- 
ments followed. The credits authorized by the bank 
during the eighteen-month period July 1, 1945-De- 
cember 31, 1946, exceeded by approximately $1 billion 
the total authorized during the preceding eleven and 
a half years. Recent announcements have indicated 
that the bank will leave the financing of reconstruc- 
tion and development to the International Bank. 

Most of the increased lending authority of the bank 
has been committed or earmarked, and no further 
extensions are expected. 

Loans in aid of American exports have included 
specific transactions and the financing of individual 
commodities, such as cotton. Credits are extended to 
American exporters and to foreign purchasers. As a 
rule, materials, equipment and services must be ob- 
tained in this country, and the credits must be for 
specific purposes. The 20/30-year reconstruction loans 
to foreign governments have carried a rate of 3%; 
other long-term loans have been made at higher rates. 

The capital stock of $1 billion is held by the Treas- 
ury. The bank is authorized to issue obligations for 
purchase by the Treasury up to two and one half 
times its authorized capital. These sources, plus earn- 
ings, provide the funds for the Export-Import Bank. 
The bank has been reincorporated as a corporate 
agency of the United States through June 30, 1953. 


THE INTERNATIONAL BANK 


The International Bank for Reconstruction and 
Development is designed to “assist in the reconstruc- 
tion and development of territories of members by 
facilitating the investment of capital for productive 
purposes.” Although the immediate task is to meet 
the need for capital stemming from the war, the bank 
is also intended to aid the expansion and growth of 
undeveloped territories, The institution is not in- 
tended to replace, but to supplement and facilitate, 
private foreign investment. The Bretton Woods 
Agreement provides that the bank may “guarantee, 
participate in, or make loans” only (among other 
things) when it “is satisfied that in the prevailing 
market conditions the borrower would be unable 
otherwise to obtain the loan under conditions which 
in the opinion of the bank are reasonable for the bor- 
rower.” It likewise specifies that “the total amount 
outstanding of guarantees, participations in loans and 
direct loans made by the bank shall not be increased 
at any time, if by such increase the total would ex- 
ceed 100% of the unimpaired subscribed capital, re- 
serves and surplus of the bank.” 

The authorized capital of the bank is $10 billion. 
Of this total, $9.1 billion was allocated to the forty- 


four signatory countries of the Bretton Woods Agree- 
ment; the remaining $0.9 billion was intended for 
additional members. At present five of the original 
signatories have not joined the bank; namely, Aus- 
tralia, Haiti, Liberia, New Zealand and Russia. Den- 
mark, not present at Bretton Woods, joined later. 
Applications for membership were accepted from four 
additional countries—Italy, Lebanon, Syria, and 
Turkey—at the first annual meeting of the Board of 
Governors last year, with Lebanon becoming the 
forty-fourth member in April, 1947. The subscribed 
capital stock of the bank, which totaled $7,790.5 mil- 
lion on December 31, 1946, was raised to $8,024.5 
million with the admission of these countries. We 
have by far the largest subscription, $3,175 million; 
the United Kingdom follows with $1,300 million. 

Twenty per cent of the capital subscriptions con- 
stitutes the “working fund.” The remaining 80% is 
subject to call by the bank only to meet obligations 
not otherwise satisfied. Payment is provided for in 
gold or United States dollars and in member curren- 
cies. Two per cent of the initial subscription was pay- 
able in gold or United States dollars and 18% in the 
member’s currency. The first payment to the bank 
amounted to 1/100 of 1% of the capital subscription 
of each member. A number of additional calls was 
subsequently made, with the final 5% payment on 
the initial 20% subscription due by May 26. How- 
ever, only part of this amount, about $725 million, is 
available for loans. Each member’s currency paid into 
the bank can only be lent with the member’s consent. 
Since only the United States has given this permis- 
sion, the bank has available the 2% paid in gold or 
United States dollars and the United States pay- 
ment of $635 million. Applications for loans already 
received (including the French loan) total about $2.5 
billion. 


United States the Only Market 


The bank will depend largely upon the sale of its 
own obligations for funds to meet the demand for its 
assistance. The bank must seek its borrowed funds 
in this country for three reasons: the dollar is the 
only currency in large-scale demand; the United 
States is the only country willing to have its currency 
freely converted; and the American market is the only 
one in which such securities can be readily sold. 

The first and only loan thus far extended by the 
bank is the $250 million credit to France. This thirty- 
year loan bears interest at 314% and a commission 
charge of 1% per annum, both on the outstanding 
portion of the loan, plus a charge of 144% on the un- 
expended balance. No repayment will be made for the 
first five years. The loan will be utilized for moderniz- 
ing the steel industry, improving the transportation 
system, and purchase of coal, oil, and industrial raw 
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materials. There are no stipulations regarding mar- 
kets in which purchases are to be made. 

The bank will deal only with the Treasury, central 
bank, or similar agency of a member. 

Loans other than to a member country must be 
guaranteed as to principal, interest and other charges 
by the member in whose territory the project is 
located. 

Conditions of repayment may be eased in cases of 
“acute exchange stringency.” The bank can extend 
the life of a loan, modify the terms of amortization, 
or both. The bank may accept service payments in 
the member’s currency for a three-year period and 
make arrangements for the repurchase of the cur- 
rency. 


THE FUND 


The machinery of the International Monetary 
Fund was established primarily as an instrument to 
bring back the system of multilateral payments be- 
tween countries with respect to their current trans- 
actions. Closely allied with this objective is the elim- 
ination of exchange restrictions, and the maintenance 
of exchange stability. 

These objectives are to be attained through a series 
of international agreements, and also through provid- 
ing certain facilities and accommodations designed to 
aid members in avoiding practices found generally 
detrimental in the past. 

Clearing agreements, such as those which developed 
during the Thirties, are outlawed in effect. The Fund 
agreement provides that each member must pur- 
chase balances held by another member if the latter 
requests such purchases. No objection can be raised 
so long as the requesting member stipulates that the 
balances have arisen as a result of current transac- 
tions, or that their conversion is needed to settle cur- 
rent transactions. The buying member has the option 
of making the purchase in gold or in the currency of 
the requesting member. 

Exchange controls are permitted under certain con- 
ditions. During the transitional period members may 
maintain or institute exchange controls (where the 
member’s country has been occupied by the enemy) 
on transfers for current international transactions. 
The Fund is powerless to induce removal of such con- 
trols, at least for the first five years. Any country wish- 
ing to maintain controls for a longer time must consult 
with the Fund. If the member persists in maintaining 
restrictions after the Fund decides they are not neces- 
sary, the country may be compelled to withdraw from 
the Fund. Not later than three years after the start 
of operations, and every year thereafter, the Fund is 
required to report on the restrictions still in force. 

There are two conditions under which the agree- 
ments require that exchange control be instituted. 
The Fund may request a member to exercise controls 


to prevent use of the Fund’s resources in the case of 
a capital flight. Also, when the Fund’s supply of a 
currency becomes inadequate, the Fund may declare 
that currency scarce and proceed to ration the exist- 
ing and accruing supply. Any member may then im- 
pose restrictions on exchange operations in that cur- 
rency. Member countries are permitted to impose ex- 
change restrictions on transactions with nonmembers 
so long as they are not prejudicial to the interests of 
members nor contrary to the purposes of the Fund. 

Member countries are obligated to avoid discrim- 
inatory currency practices. Members are not to make 
multiple currency arrangements, except as they are 
permitted or approved by the Fund. Agreements in 
existence at the start of the Fund are to be progres- 
sively removed under a plan approved by the Fund. 

The Fund has at its disposal the equivalent of 
nearly $8 billion composed of gold and various na- 
tional currencies.t The Fund stands ready to supply 
a member nation with currency of another mem- 
ber nation in exchange for the requesting member’s 
currency as long as the payments are in harmony with 
the purposes of the Fund agreement.? However, the 
proposed purchase must not result in the Fund’s 
holding more than twice the initial quota of that 
member’s currency nor can the Fund’s holdings of a 
member nation increase by more than 25% in any 
twelve-month period, except when the holdings fall 
below 75% of the country’s quota. 


Refusing Loans 


The Fund has the right to deny the use of its re- 
sources to any member using such resources for pur- 
poses contrary to those of the articles of agreement. 
Denial can be made only after the Fund has pre- 
sented its views to the member nation and requested a 
reply within a specified time. During the interval in 
which it is awaiting a reply, the Fund may limit the 
use of its resources to that member. If no reply is 
received or the reply is unsatisfactory, the Fund may 
declare that member ineligible to use the Fund’s re- 
sources after giving reasonable notice to that member. 

The exchange rates accepted by the Fund on De- 
cember 18, 1946, were in all cases those proposed by 
the member nations. “These rates are based upon 
existing rates of exchanges,” according to the Fund 
statement accompanying the list of par values. It fol- 
lows that these rates were not based upon the free 
supply and demand for foreign exchange at that time. 
In one manner or another these rates were “official 
rates” or pegged rates or rates fixed by controls of one 
type or another. 


1See articles of agreement, Article III, Sections 1-5 for the quotas 
set and the method of payment of such quotas into the Fund. 

°See “Schedule of Par Values,” announced December 18, 1946, by 
International Monetary Fund, Washington, D. C., for the rate at 
which currencies of member countries will exchange. 
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For example, by virtue of an efficient foreign ex- 
change control system, Great Britain has been able 
to maintain the pound sterling at $4.03. In the vari- 
ous black markets that have risen, the pound has 
been quoted much below the official rate. According 
to a New York Times dispatch of March 31: “It is 
not difficult to buy up to 500 pounds [sterling] at a 
time in London at a rate of around $3.20 to the 
pound.” France devalued the franc to 119 to the 
dollar in December, 1945. While the latter rate was 
accepted by the Fund, it, too, is an overvaluation in 
the opinion of some observers. 


Penalize Change in Par 


Provisions are made for changes in the initial rate 
of exchange agreed upon between the Fund and the 
member nations. Such changes are to be made, how- 
ever, only “to correct a fundamental disequilibrium.” 
A 10% change in the initial par value of its currency 
can be made on the initiative of any member nation 
without any objection on the part of the Fund. If a 
further 10% change is made in the initial par value, 
the Fund may concur or object, but, whatever the 
case, its view must be made known within seventy- 
two hours. If the proposed changes by the member 
exceed 10% the Fund may either concur or object but 
it is given a longer time in which to state its views. 
The penalty for a change in par value, despite the 
objection of the Fund, is ineligibility to use the re- 
sources of the Fund and perhaps forced withdrawal. 
While no definition of fundamental disequilibrium 


appears in the original agreement, the use of the 


Fund’s resources for certain transactions is specifically 
forbidden.! “A member may not make net use of the 
Fund’s resources to meet a large or sustained outflow 
of capital . . .” but nothing shall prevent a member 
from using the Fund to make reasonable capital trans- 
fers for the purpose of expanding exports or for use 
in the ordinary course of trade, banking or other busi- 
ness, or to make capital transfers which are met out 
of a member’s own resources of gold and foreign ex- 
change. 


While the Fund brings back some of the conven- 
tions of the classical international gold standard, it 
cannot, of itself, bring back the essence of that system 
as it operated prior to World War I. It does not pro- 


1The executive directors have interpreted Article IV, Section 5(f) 
to mean that changes in exchange rates made “to protect a member 
from unemployment of a chronic or persistent character, arising 
from pressure on its balance of payments, are among the measures 
necessary to correct a fundamental disequilibrium.” See Appendix C 
of First Annual Meeting of the Board of Governors of the Inter- 
national Monetary Fund, Washington, D. C., November, 1946, p. 105. 
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vide an international clearing system such as was cen- 
tered in London’ when the strong creditor position of 
Great Britain, combined with her unique position in 
world trade, made it possible for that city to act as 
the world’s banker. 

Despite the multiplicity of national currencies, pay- 
ments for international transactions were ultimately 
effected by debit and credit on the books of the Lon- 
don banks. Transfer by debit and credit was possible 
because foreign bankers kept balances in London. 

World War I caused a redistribution of world pro- 


ductive power. These changes fundamentally altered _ 


the relationship existing before the war. While Brit- 
ish production of iron and steel declined, that of the 
United States increased. Japan became a stronger 
competitor in the world’s market for textiles. 

Similarly, Great Britain’s income from shipping was 
cut. Her merchant marine was one tenth smaller in 
1920 than in 1910, while our fleet expanded 50% and 
Japan’s more than 100%. The creditor position of the 
United Kingdom was reduced one quarter between 
1914 and 1920—a factor which cut her competitive 
lead. 


Rival Money Markets 


Further complications arose as the result of the 
developing international money market in New York. 
The existence of two international money markets 
(particularly after 1925) destroyed the fine mechan- 
ism of international clearance through London which 
existed prior to 1914. It now became possible for 
clearance to take place by a debit in one center off- 
setting a credit in the other. An additional burden 
was thus thrown upon the foreign exchange markets. 
Because of the two centers, a greater combined bal- 
ance in the two centers was required to carry on the 
same amount of transactions as before. 

The Fund, apart from its regulatory functions in 
which field it can in the nature of the case be effective 
only in the presence of favorable underlying interna- 
tional economic relations, is essentially a mechanism 
for supplying the world with dollars. At least such is 
the case under the world conditions now existing. 


Frank Gaston 
Freperick W. Jones 
Brernarp Moss 

Division of Business Economics 


1William Adams Brown, Jr. “The International Gold Standard 
Reinterpreted.” (2 vols.) National Bureau of Economic Research , 
New York, 1940. , 
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World’s Merchant Fleets Rebuild 


HE American merchant marine is foremost in the 
world today. But keen competition is expected in 
the very near future. 

Statistically, ocean-borne foreign trade reached the 
high level of 101 million tons in 1946, with American- 
flag vessels accounting for two thirds of the tonnage 
transported. In 1937, a typical prewar year, our 
ocean-borne trade aggregated 48 million tons. About 
one fourth of this volume was carried in ships flying 
our flag. 

Postwar peculiarities have characterized this ship- 
ping. Much of our “trade” last year consisted of 
UNRRA cargoes and of bulk commodities, like coal, 
needed by war-ravaged and destitute countries. Near- 
ly half of our total export tonnage last year was ac- 
counted for by a single commodity—coal. And nearly 
3,000 ships flying our flag were in active service carry- 
ing these commodities last year. At the present time 
about half of the ships in our service are carrying 
relief goods—coal, food and other necessities. We 
have most of the bulk carriers afloat today and hence 
transport the coal. Our coal-carrying capacity has 
been supplemented with ordinary cargo ships. But as 
other countries get bulk cargo carriers into service 
and foreign coal output increases, our carrying trade 


- will decline. 


OUR FLEET IS SMALLER 


A year ago, our vessels had an aggregate dead- 
weight tonnage of more than 43 million tons. Today 
they represent about 24 million tons, and before the 
end of the year the total is expected to drop to 20 
million tons, or less than half the 1946 figure. 

The rapid recovery of foreign shipping is demon- 
strated in the decline in percentage of ocean-borne 
imports and exports. During the first half of last 
year American ships carried nearly 75% of exports 
from this country. By the final half year our share 
had dropped to 60%. On April 23, 1947, about 2,000 
government and privately owned dry cargo ships 


were in operation as compared with about 2,500 at 


the mid-1946 mark. 

Most of the maritime powers in Europe have suc- 
ceeded remarkably well in reviving their merchant 
marine. 

The British merchant fleet today is very close to 
its prewar strength of 24,053,700 dead-weight tons. 
Shipyards in Great Britain and Ireland are building 
more than 2 million tons of merchant vessels—the 
largest program for Great Britain since 1922 and 


equivalent to more than half the world’s total ship- 
building. Shipbuilding programs of Sweden and 
France and the United States comprise 244,000, 233,- 
000, and 215,000 dead-weight tons, respectively. Most 
of the ships being built in American yards are for 
foreign account. 

The Italian merchant fleet is also staging a come- 
back. It totaled only 307,080 tons as of June, 1945, 
but is now three times as great. 


FOREIGN COMPETITION 


Foreign fleets have been augmented by the pur- 
chase of 800 American war-built ships. In addition, 
they are operating 300 American ships originally lend- 
leased and now chartered under terms more favorable 
than those given American operators. 

Liberty ships operating under foreign flags can 
compete successfully with the best American-owned 
ships because of our high wage factor, subsistence 
allowances, penalty payments and maintenance and 
repair costs. It costs an American steamship. com- 
pany more than $10,000 a month for wages as com- 
pared with $6,600 a month for Canadians, and only 
about $4,300 a month for the British, our greatest 
competitor. The wage bill for a United States Lib- 
erty manned by Americans is now $12,069.40 a month. 
(See Table 1.) American over-all costs are based on 
a Maritime Commission estimate as of November, 
1946, to which should be added $10 a man.t 

American seamen also receive penalty payments 
when the work is arduous and distasteful and also 
when the ship is carrying bulk cargoes of things 
such as: 


Bones Caustic soda 
Green hides Cyanide 

Manure Soda ash 

Bone meal Creosoted lumber 


Chloride of lime Greave cakes 


Super phosphate Coal, coke 
Carbonblack Cement 
Copra Saltcake 


Since June 15, 1946, overtime has been paid for 
Sunday watch on our vessels at sea and for more than 
forty hours a week in port. This adoption adds $8 
to the wage bill of an able seaman for sea watches 
each Sunday and corresponding adjustments have 
been made in the pay of nonwatches. Deviations 


1American seamen receive a war risk bonus of $2.50 a day in certain 
areas. Attack bonus of $125.00 per individual is paid in event of 
serious damage from residual war hazards (mines). No other major 
maritime power pays war risk bonuses now except Sweden. 
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from the standard of fifty-six hours a week of straight 
time at sea are not unknown among foreign fleets and 
during the prewar era of instability in France a work 
week of only forty hours at sea was attempted. Nev- 
ertheless, most of our foreign competitors still operate 
on the fifty-six hour three-watch system for large 
cargo vessels and are not forced to contend with the 
automatic overtime problem inherent in any system 
of less than fifty-six hours. 

The eight-hour day in the home ports of our West 
coast stewards must come within the 8 a.m.-5 p.m. 
span. Hence, the net result is substantial overtime 
payments for the stewards’ departments. In contrast, 
foreign contracts are in tune with the conventions of 
the sea; 2.e., whatever the number of hours of work, 
they are spread out over a period during the day and 
night which will permit the personnel to carry out 
their normal responsibilities at normal wage rates. 

The per diem cost of providing food for the crews 
of ships flying the flags of Great Britain, and the 
Netherlands averages approximately 80 cents per 
capita. On American-flag ships the cost averages 
about $1.40. In other words, the subsistence differen- 
tial is $18 a month greater per crew member on Amer- 
ican-flag ships. If food is not provided in port, Ameri- 
can-flag crews get $3 a day for subsistence. 


COST DIFFERENTIALS 


Operating costs of American-flag vessels before the 
war were 20% higher in relation to total revenue than 
the average operating costs of foreign-flag ships. Of 
this differential, wages and repairs accounted for 80%. 
And as repair costs are primarily labor costs, nearly 
all of this 80% represents wages. 

The competitive disadvantage of American-flag 
ships has nearly doubled since the beginning of World 
War II. In 1938, the average monthly wage for an 


Table 1: Percentage of Cargo Carried in American- 
flag Ships, 1921-39 


Source: United States Maritime Commission 


able seaman on the average foreign-flag vessel was 
59% of the wage paid an able seaman on an American- 
flag ship. In 1947, the foreign seaman received only 
39.8% of an American seaman’s wages. 

The United States Maritime Commission, which 
was established in 1936, recommended that fifty new 
cargo ships be built each year for ten years. 

This long-range program got under way in 1939, 
when World War II started, and to this was added 
an emergency plan. In the next two years we built 
185 new ships. After Pearl Harbor, the shipbuilding 
program assumed enormous proportions. From 1942 
through 1945, American shipyards turned out 5,500 
ocean-going vessels, or an average of one vessel every 
six hours night and day for four years. In other 
words, at the end of World War II the United States 
had 5,900 ships, totaling some 57 million tons, or 
four sixths of the world’s tonnage as compared with 
one sixth before the war. 

In addition, 526 United States government-owned 
merchant vessels were operating under foreign flags. 
The British Empire accounted for 341 and the Soviet 
Union was second with 95 American-owned vessels. 


Table 2: Monthly Maritime Wage Payments for 
Selected Countries 


Source: National Federation of American Shipping 


Estimated Total 


Nation 

Chief Cook A. B. Chief Cook 
United States.......... $205.00 | $265.00 | $310.00 
Canada ete oe 170.00 | 200.00 
United Kingdom........ 103.00 | 117.00 
Netherlands............ 80.00 | 100.00 
ANICES Shee arsre tie eevee 92.00 107.00 
Greecel. ... 5... 117.00 | 150.00 
Yugoslavia... 87.00 92.00 
enmark........ 90.00 103.00 
Swedeny. v5.4 oes. k 105.00 | 115.00 

Foreign: 
Average: conn). ssn 105.50 | 123.00 
% of United States. .. 39.8% | 39.7% 


1The relatively high level of Greek wages may be only temporary but it is none- 
theless real. Greek money is actually gomg into Latin American flag operations. 


During the past year, however, we have been cut- 
ting down on our huge merchant fleet. Between Au- 
gust last year and March, 1947, the Maritime Com- 
mission sold 607 ships, with foreign flags accounting 
for 433 of them. France bought 69 Liberty cargo 
ships; Greece, 72; Italy, 43. In the aggregate, foreign 
countries purchased 281 of the 306 Liberty ships sold. 

Foreigners also bought all of the thirty-six diesel- 
powered ships sold, Norway alone buying twenty-five. 
Also foreign flags are flying on forty-three of the 
forty-six fast turbine-driven Victory cargo ships and 
twenty-eight of the sixty-three turbo-electric drive 
tankers of the T2-SE-A1 class. Summing up, foreign 
flags are now flying on 4.4 million, or nearly 70%, of 
the 6.3 million DWT sold. 

At “Reserve Fleet Sites” we had 1,401 vessels at 


EE 


a qy 
' 


¢ 


June, 1947 


BUSINESS RECORD 


169 


the end of March, 1947. Liberty ships accounted for 
584; T-2 tankers, 165. The remaining 47% contained 


115 cargo ships, 54 tankers, 43 passenger ships built 


before 1939, and different class ships built both dur- 
ing and before the war. 

At the present time we are operating about 24 mil- 
lion tons of merchant shipping. But no one expects to 
maintain this volume in overseas trades when relief 
shipments are discontinued. In fact, a decline in the 
merchant fleet to 11 million tons, or less than half 
of the current volume, is expected by some. However, 


Table 3: World Dead-weight Tonnage 
Distribution 


Source: United States Maritime Commission 
1000 Gross Tons and Over 


Percent of Percent of 


Nation ‘ota! Total, Septem- 
June 30, 1946 ber 1, 1939 

LOS SES a 14 
Britishmbanpires 22.0. j4s cee oe inde tn 30 
UV GhESS TL Se Ae Uno ee 1 Q 
LINCS 0S 5 ee ea 2 4 
EGE SUING 5 a Sa 1 6 
REC CECG PPE GIG oi idn oeaatteese wets « toner 1 3 
RM GON cae vache ss 1 5 
LONG: coco bee BOS gee aeeeone 1 9 
Metharlands |. Uthat ape aoe ee Q 4 

NER ieteel ee. eoefecle.< So wasie. wares © oe 4 9 
CAEL OA; 52 Se CSR oe ener Q 3 
TUS Gal, 223 ORR ene 3 Q 
PUOLHOPR IE CAG Fo cie yc xve'e cyerevetdtens, devas 7 9 

BREESE RMN PPE oie, <a airalc ob cay at Shes Sinise 100 100 


while this would be a precipitous drop we would 
still be well ahead of prewar levels. 

Because of competitive disadvantages, we would 
have a hard time maintaining an 11 million-ton mer- 
chant fleet without subsidies. Before the war there 
were twelve subsidized steamship companies. These 
companies owned ninety-one ships, of which fifty-nine 
were modern “C” type, built under the 1936 Mer- 
chant Marine Act. This preponderance of modern 
ships is particularly significant. For, even with these, 
our companies could not compete with foreign opera- 
tors. Twelve companies subsidized also indicates that 
a very small percentage of the American Merchant 


’ Marine receives government aid. Only ships operat- 


ing on an “essential” trade route in competition with 
a lower-cost foreign operator may receive a subsidy. 
Ships in domestic trade along the coast are subject 
to service in time of emergency, but they receive a0 
subsidy since they are protected from foreign com- 
petition. 


RAILROAD COMPETITION 


However, protection of coastwise and intercoastal 
shipping services from other competition at home is 


another matter. Unsuccessful competition with the 


’ 


; 


railroads has driven all but three of the coastwise 
lines out of business, with the exception of collier and 


Table 4: Percentage Change in World 
Dead-weight Tonnage, 1939-46 
Source: United States Maritime Commission 
1,000 Gross Tons and Over 


IBFitishy Barripires sy Siti weratianis cine ee eee a 
Denmark yah. tA ae ee ethan dea —40 
Bran ce iets preva: cick Sea eet Cae —46 
Genmany. seman chic reno ee Coenen ~78 
GrESCEN nto rackets here th Ue ee eee On -64 
Realy Se cals dese tA aa eae ether ae eee —82 
Japan Vows Aah ek olen st Canine ris Me nea -80b 
Netherlands: Becht. hen cn att ene ee eee 41 
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USS Rye eae San ae ELS a: Fr ea ey oe +64 
All’ Otherstive Seep antes ham enh cont oe el RAN re -9 


aLess than 1% bApproximate 


tanker operators. Dry cargo shipping rates, which 
are limited by railroad rates, have not increased in 
the same proportion as operating costs As an exam- 
ple, Refrigerated Steamship Lines announced a few 
weeks ago that it had been operating since last Janu- 
ary at substantial losses and had filed with ICC a 
proposed rate increase of 30% on fruit shipments. 
Ralph Keating, president of this steamship line, said: 
“We are taking the first and perhaps the final step to 
determine whether the railroad stranglehold on the domes- 
tic industry shall be permitted to continue unabated, or 
whether the roads shall be required to meet the competi- 
tive situation with rates that are compensatory. These 

rates bring water rates to a level approximately 30% 

higher than the rail charges. What has happened to the 

American Merchant Marine through skyrocketed expenses 

will not come to full realization until the falling off of 

relief cargoes moving in foreign trade at high rates or 
until foreign shipbuilding shall provide a return of prewar 
competition.” 

Mr. Keating also pointed out how the rail rate 
dropped from $1.10 in 1928 to 84.5 cents in 1932 and 
to 56.5 cents in 1935, the fall coming after the Refrig- 
erated Steamship Lines was established. He asserted 
that the railroads were allowed to charge 70 cents 
in January, 1947, when his line resumed operations, 
but established a rate of 65 cents, as compared with 
60 cents charged by the steamship line. Where no 
water competition exists, the railroads’ charge is e .08, 
plus extras for refrigeration. 

The intercoastal steamship lines are still operate 
their ships for the account of the Maritime Commis- 
sion and will do so until July 1, 1947. Whether Con- 
gress will sanction the USMC to continue operations 
beyond that date is of course unknown. One thing is 
certain, however. Congress is sure to look askance at 
the $600,000 per month loss incurred by the Maritime 
Commission in operating the intercoastal service. 
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Retained Earnings Boost Working Capital 


HE working capital of manufacturers continued 

to rise in 1946, the first full year of peacetime 
production. The rise amounted to about $150 million 
for 214 manufacturing corporations sampled by THE 
Conrerence Boarp. The dollar working capital of 
these companies at the end of 1946 was more than 
1.75 times what it was at the end of 1939. 

A greater part of these companies’ assets was in 
current items than before the war. For 1946, 56% of 
their assets was in current items, a slight decline 
from the 58% reached in 1945. In 1939, only 40% 
was in current items. The increased price level during 
1946 and the expansion of government plant facilities 
during the war permitted a greatly increased volume 
of sales (1946 sales were 125% above 1939) to be 
carried without any substantial increase in fixed prop- 
erty. Government plant, while allowing corporations 
to expand production, did not swell the corporate 
plant account. 


INCREASE UNEXPECTED 


It was a remarkable fact that working capital rose 
in 1946, a year of reconversion, retooling, and reopen- 
ing of peacetime distributive channels. At the same 
time, war finance had to be liquidated. Taxes accrued 
at the wartime rates of 1945 had to be paid, and re- 
negotiation settlements arising from war production 
had to be made. Offsetting payments for the termina- 
tion of war contracts were made by the government. 
There were also tax refunds arising from carry-backs 
and the accelerated amortization of war facilities. 

The major source of working capital in 1946 was 
the funds retained in the business from current opera- 
tions. Net income from operations totaled $891 mil- 
lion, excluding carry-backs, out of which $407 million 
was paid in dividends, leaving $484 million in the bus- 
iness. Another $34 million was retained in contin- 
gency reserves. Refunds of taxes because of carry- 
backs and other payments from the government, not 
reflected in the net income figure, brought the total 
retained to $575 million. 

More funds were raised by issuing capital stock. In 
1946, $102 million was realized from this source. In- 
creases in miscellaneous liabilities brought in another 
$10 million to bring the total to $687 million. 

These funds were used during the year as follows. 
The major part, $484 million, was invested in new 
plant and equipment. About $30 million was spent 
to acquire miscellaneous assets. Retirement of out- 
standing long-term debt took $19 million. These three 
factors accounted for $533 million of the working 


capital. The total of the factors supplying working 
capital was $687 million leaving an increase of $154 
million in working capital during 1946. 

Factors making for increased working capital in 
1946 were quite different from those operating during 
the war. Then most working capital came from re- 
tained income, depreciation reserves set aside to re- 
place fixed property, and additions to long-term debt. 
Major uses of working capital during the war were to 
retire capital stock and to acquire miscellaneous fixed 
assets. 

Since the war, the assets of these companies have 
become less liquid in the sense in which that term is 
commonly used today. Cash and United States Gov- 
ernment securities constituted slightly more than 
33.5% at the end of 1946 in contrast to 38% at the 
end of 1945. Despite the relative decline in 1946, 
liquid assets were well above the 25% obtaining in 
1939. 

The restocking of inventories and the extension of 
credit to trade accounts are both reflected in the 
1946 accounts. Inventories and accounts and notes 
receivable were 45% and 19%, respectively, of cur- 
rent assets, compared with 38% and 15% at the end 
of the war. Despite a sharp increase in 1946, inven- 
tories and receivables, were below the proportions 
obtaining in a prewar year like 1939 when inventories 
constituted nearly half of current assets and receiv- 
ables more than a fifth. 

Inventories were not only below the proportions of 
1939, when related to total] current assets, but also 


Table 1: Working Capital of 214 Manufacturing 
Corporations, 1939, 1945, 1946 
Dollar Amounts in Millions 


Per Cent of Total 
1946 1945 1939 

STL. O he aN ie telat aa ae he heating o Meee 19.7 19.9 24.3 
United States Government securities. .. 13.9 18.4 9 
Due from United States.............. 0.6 4.1 o.36 
Accounts and notes receivable........ . 18.8 14.6 21.2 
Inventories 05 pe hada Sane weer 44.7 38.0 49.9 
Other current assets................. 2.4 5.0 S37 
Total current assets..................] 100.0] 100.0] 100.0 
Total current asset$...........2se.000- $6,172 | $5,928 | $2,999 
United States Government advances, 

renegotiation, ete. =)... hte ooh 0.5 2.7 das 
Notes and accounts payable.......... 44.3 36.0 58.8 
Reserve for taxes, ....-. 6.2.0. sects eee 42.6 48.5 24.4 
Other current liabilities.............. 12.7 12.8 16.7 
Total current liabilities............... 100.0 | 100.0} 100.0 
Total current liabilities................| $1,978 | $1,887 $641 
Working capital... oss. ences ena te $4,194 | $4,041 | $2,358 
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when related to sales. Inventories at the end of 1946 
were adequate only for slightly more than eight weeks’ 
sales at the 1946 rate, while, in 1939, they were suffi- 
cient for slightly more than ten weeks’ sales. It is 
true that inventories in 1945 were only sufficient for 
less than seven weeks, but at that time the complete 
inventories at the disposal of manufacturers were not 
reflected in their accounts since they were government 
owned. 


FEWER CREDIT SALES 


While showing substantial increases in 1946, exten- 
sion of credit to trade accounts still lags behind 1939. 
Accounts and notes receivable from trade debtors 
were not quite 7% of 1946 sales, as compared with 8% 
in 1939. Thus inventories, in comparison with sales, 
are low, and a smaller proportion of sales is made on 
credit. . 

Operations in 1946 were more profitable than in 
prior years. For the combined group, net income, 
after meeting all charges, averaged 5.2% of net sales. 
For 1945, almost wholly a year of war operations, the 


Table 2: Sales, Income and Dividends of 214 
Manufacturing Corporations, 1939, 1945, 1946 


Dollar Amounts in Millions 


1946 1945 1939 
Dividends paid out..................| $ 407 | $ 327] $ 261 
SCG CET CS cn 891 546 383 
Contingency reserve................. 34 13 4 
Income after taxes.................6. 925 558 387 
SOL, 4, A Se ne IIE ee Re eo 13,470 | 14,021 5,973 
Net income to sales................045 612%) S219 6:1% 
Net income to net worth............... 41 STW it. 9%, OT YG 
Dividends to net ineome..............- 45.7% | 59.9% | 68.1% 
- 1169 companies 


return was 3.1%; in 1946, it was about what it was 
in 1939. 

The return on net worth (stockholders equity) was 
nearly 12% in 1946, which was well above the 1939 
return. It is apparent that the greater profitability 
on 1946 investment is not due to the greater profit 
margin on each dollar of sales but to the fact that 
sales in 1946 were more than twice 1939 sales. 

Dividends were evidently distributed cautiously in 
1946. While the increase over 1945 in dollar dividends 
was substantial, it did not keep pace with the in- 
crease in net income. For every dollar of net income 
in 1946, about 46 cents was distributed in dividends, 
leaving 54 cents to be used internally. This com- 
pares with 60 cents out of every net income dollar 
paid out in 1945, leaving 40 cents in the business. In 
1939, dividends paid out amounted to 68 cents of 
every dollar of net income. This proportion was quite 
close to the critical 70% level under Section 102 of 
the Internal Revenue Code. ‘So far as cash income 
was concerned, the stockholders actually fared better 


Table 3: Capital Structure of 214 Manufacturing 
Corporations, 1939, 1945, 1946 


Dollar Amounts in Millions 


As a Per Cent of Invested C apital 


1946 1945 1944 
otal stocks tne tome «elas eene ee 41.1 43.2 53.7 
otal ourplus,, 02.1. owaws oka ieee «,: 45.1 41.7 31.6 
hotalimeti wortiienceysteyod sodas oc 86.2 84.9 85.3 
Dong-term debtat ii..-siciaahsieah og. eles 13.8 15.1 14.7 
mvested-capitall, .. 3 \.!o0 tor ae ulcer 100.0 | 100.0 | 100.0 
Datvesied CAPIGLIS chu Joe tare eok ao $8,777 | $8,120 | $6,689 
LOCA GSSCES EFT as day, ite Nea eens $11,006 | $10,248 | $7,499 
Nob POD he 2IL eco bucdis ns Bak $3,833 | $3,349 | $3,630 
Current assets as a % of total assets. . . 56.1 57.8 40.0 


in 1946 than in 1945 or 1939. For every dollar of 
equity, stockholders received about 51% cents in divi- 
dends in 1946 as compared with slightly more than 
44% cents in 1945. Even in 1939, a year unaffected by 
war in the United States, dividend payments were 
only slightly more than 414 cents for each dollar of 
equity. ; 

Manufacturing corporations in 1946 were still plac- 
ing great reliance upon retained income for their 
long-term capital needs. While stock outstanding in- 
creased in 1946, it declined relative to net worth 
since the increase in surplus accounts, due mainly to 
retained earnings, was much greater than the net in- 
crease in outstanding stock. Long-term debt has been 
losing its popularity as a supplier of capital needs. It 
declined both absolutely and in relation to invested 
capital in 1946. 

For short-term financing, manufacturers have re- 
lied mainly upon short-term borrowing from banks 
or on the deferment of payment to trade creditors. 
As a source of funds, reserves for taxes, while still 
sizable, are declining in importance as corporations 
settle their wartime tax bill. 


Frank Gaston 
Division of Business Economics 


Business Book Shelf 


The Science of Prediction. By Edward R. Dewey and Edwin 
F. Dakin. New York: Henry Holt and Company. $3.00. 
Callaway Textile Dictionary. By W.L. Carmichael, George 
E. Linton and Isaac Price. La Grange, Georgia: Callaway 

Mills. $4.00. 

The Interviewer’s Guide. By Carolyn F. Bader. St. Louis: 
Institute of Market Research. 

Our Evolving Civilization: An Introduction to Geo- | 
pacifics. By Griffith Taylor. Toronto: University of Toronto 
Press. 

Transactions of the American Philosophical Society, 
Vol. 37, Pt. 2, The Food Stamp Plan. By Joseph D. 
Coppock. Lancaster, Pa., The Lancaster Press. 

The Myth of the State. By Ernst Cassirer. New Haven: 
Yale University Press. $3.75. 
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Business Highlights 


USINESS activity, with few exceptions, is mov- 
ing at a slower pace. 

The Federal Reserve Board’s index of industrial 
production (seasonally adjusted, 1935-1939=100) 
dropped three points in April from the postwar high 
of 190 reached in March. A three-point decline was 
registered in both durables and nondurables. The 
one-week “safety strike” of coal miners knocked seven 
points off the index on minerals—thirty-six points off 
the index for bituminous coal production in April. 


STEEL OUTPUT PEAK PAST 


Operations in the steel industry are leveling off. 
Widespread publicity given the urgent demand for 
cold-rolled sheets and strip sought by manufacturers 
of automobiles, refrigerators, washing machines and 
of a broad list of other consumer durables has over- 
shadowed contraction in bookings of stainless, heavy 
plates and shapes and structural steel. Bookings of 
structural steel in April, for example, were 143,101 
net tons, as compared with 149,634 tons the preced- 
ing month, according to the American Institute of 
Steel Construction. The April total lifted bookings 
for the first four months of this year to 523,589 tons, 
or 19% above the prewar 1936-1940 average of 
439,199 tons. 

Steel shipments have been increasing. In April, 
they amounted to 138,982 net tons, which compares 
with 122,511 tons in April, 1946. (See Table 1.) 


Demand for steel by railway equipment manufac- 
turers continues to hold at high levels. Class I rail- 
roads and private car lines on May 1, 1947, had 99,896 
new freight cars on order—4,399 more than a month 
earlier. Class I railroads also had 662 locomotives on 
order which compares with 490 a year earlier. Diesel- 
electrics accounted for 620, or 94%, of the locomotives 
on order. 


CAR SCHEDULES DOWN 


The stepped-up output of automobiles in April 
soon exhausted manufacturers’ stocks of cold-rolled 
sheet and strip. Consequent shutdowns lowered car 
production in the last four weeks in May to an annual 
rate of 4.6 million units against a 5.3 million-unit rate 
in April. The steady flow of automobiles into distri- 
bution channels is causing demand for automobile re- 
placement parts to taper off. Sales of parts and equip- 
ment for replacement reached a peak in the final 
months of last year. Inventories of both wholesalers 
and retailers are high. The Automotive and Aviation 
Parts Manufacturers Association estimates that 62% 
of sales, in 1946, which aggregated $1.6 billion, went 
into stocks. The key to sales of repair parts is the 
rate at which old cars are scrapped. In the last two 
years, about 400,000 cars were taken off the road as 
compared with about 2 million cars scrapped on an 
average in prewar years. 

Contraction in demand for building materials is 


TABLE 1: FABRICATED STRUCTURAL STEEL 


Source: American Institute of Steel Construction 


Net Tons 
BOOKINGS SHIPMENTS 
Total Monthly Av- 19471 19461 19452 19472 19461 19452 
i Oras cee eres SAE 3,048,750 254,063 | January.......... 104,973 235,817 51,678] January.......... 140,650 107,490 57,087 
Ope rate as hes ead 3,287,900 273,992 
1929 3.597 825 299.819 February......... 125,881 132,707 62,856] February......... 136,126 63,803 49,002 
1980................ 9,689,600 224,188 |March........... 149,634 173,871  79,730| March........... 137,799 102,803 59,584 
MOBI che. rm Bytes niclee  « een rapivs Ror eee 143,101 128,671 97,186 | April............ 138,982 122,511 62,766 
Meg ok te" gosta” &o al ste) Mays oMnv avers mee 165,290 52,982] May............. ..... 124,408 72,626 
ToD Fn a ON a ie 2,052,779 . © 87,782) lune, ..s2vitdecs lever » 1910100 10426etdune.,socs arenas ee 126,850 69,212 
ee beset eee ee ener es se etG Sora July the eee as 187,241 77,760|July............. ..... 140,224 69,921 
$6870) ia... 1,628,641. -' 185-790., |Augtiats 625 eae 165,590  97,682| August.......... ..... 157,510 70,637 
MOSS nce cee eure ate 1,256,639 104,270 |September....... .... 114,295 1389,420|September....... ..... 141,933 63,368 
LCST he Rk AN ee 1,805,049 108,754 | 4 iipicde BLIP Gree ppg 
LY ie ale et Pg ea 1,748,144 145,679 CUOMO, tn-dieisintevaiavd: Leateters ry > CLOCK. 4 sveid g aa! Are cares: > 76,578 
PEAT nh | ane ae 2,296,954 191,413 | November........ .... 102,899 117,755) November.............. 157,274 77,993 
Oh ie Fe 1,762,458 146,871 : 66.601 
AEE iia 78504 406,965 | December.....-. -+-. 96,601 108,048 | December........ ..... 142,071 68,767 
COT. Gt ae ee aa 628,877 52,406 paves toa 
lek (oy ea 1,114087 92.814 Totaliicccs vs. Dhegk. 1498087 AAaBN7 |). otal eee. 2 ee 1,551,607 797,441 
ADAG Bae sa. 40e Sickee & 1,726,057 148,881 | Monthly average. .... 143,838 92,841 | Monthly average. ..... 129,301 66,453 


1Starting in January, 1946, the data cover the estimated tonnage of the entire industry. 
avant meabers only; comparable to about 80% of the coverage in previous years. 
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expected. Lumber shipments were 11.8% below pro- 
duction for the week ended May 24, according to 418 
mills reporting to the National Lumber Manufactur- 
ers Association. In the same week, new orders re- 
ceived by these mills were 14.4% below production. 
Although production was 23.7% above the 1935-1939 
average, shipments and orders were only about 12% 
above the five-year average for that week. Lumber 
dealers are marking down the prices of materials in 
their yards—in the New York metropolitan area, as 
much as 25% of the gross markup. 

Prospects of a slowdown in heavy electrical mate- 
rial are remote. Demand is in fact, expected to hold 


Table 2: Exports of Domestic Merchandise and 
Imports for Consumption 


Source: Department of Commerce 
Millions of Dollars 


Excess of 


Imports 
Exports Imports pee as a % of 
Imports 2h 

1939 (monthly average). 260.3 189.7 70.6 72.9 
1946 (monthly average). 791.6 401.5 390.1 50.7 
1947 (monthly average).} 1,177.1 465 .2 711.9 39.5 
1946 January.......... 778.8 400.1 378.7 51.4 
February......... 649.1 307.0 342.1 47.3 
March: oc.5 facies 786.6 374.0 412.6 47.5 
Total. . 9,214.5 | 1,081.1 | 1,133.4 48.8 

1947 January.......... 1,096 .2 537.5 558.7 49.0 
DRED EMSTY,. rent os 1,132.2 423 4 708.8 37.4 
WA 1,304.5 434.5 870.0 33.3 
Total... 3,582.9 | 1,395.4 | 2,187.5 39.4 


up until 1949. Expansion in public utilities, deferred 
because of difficulty obtaining equipment, is now 
swiftly moving ahead. Expenditures for new plant 
and equipment in 1947 by electric and gas utilities 
were estimated for the first quarter at $350 million. 
For the second quarter, they are expected to total 
about $420 million. The SEC and the Department of 
Commerce expect expansion in the utilities field to 
reach $1,690 million this year. This represents an 
increase of $650 million or 62.5% over 1946 and would 
be 252% above the $480 million expended in 1939. 

Total expenditures by American business in new 
plant and equipment is expected to total about $3,560 
million in the second quarter of 1947—a gain of only 
$120 million over the first quarter and $170 million 
below the final quarter of 1946. 


DEPARTMENT STORES CUT BUYING 


Department store managers have reverted to the 
hand-to-mouth buying practice characteristic of pre- 
war years. Outstanding orders of 296 department 
stores reporting to the Federal Reserve Board totaled 
$387 million in April, 1947, as compared with $485 
million the preceding month and $910 million in 
April, 1946. This caution is readily understandable. 
Current sales on a dollar-volume basis are running 
about 13% ahead of last year. Based on an over-all 
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price increase of about 23%, unit sales, however, are 
running behind 1946. 

About 70% of department store sales represent soft 
goods. If the buying policies of the 296 department 
stores in the Federal Reserve Board’s sample is rep- 
resentative of department stores throughout the coun- 
try, the impact of curtailed buying on soft goods 
manufacturing industries is heavy. 

In the women’s apparel trades in New York State, 
Philadelphia and New England, curtailed operations 
have resulted in the unemployment of about 100,000 
persons. 

The over-all figures for the entire United States fail 
to reveal any sizable decline in employment. In 
the South, employment declines in fertilizer, furniture 
and apparel manufacturing were largely offset by 
gains in iron and steel, electrical machinery and ship 
repairing. Employment in sawmills and planing mills 
has increased seasonally, but in view of the uncertain 
near-term lumber outlook the prospects of sustain- 
ing employment in this industry are unlikely. 


EXPORTS A PROP 


Shipments abroad have been increasing. Value of 
domestic exports in the first quarter of 1947 was $3.5 
billion, as compared with $2.2 billion in the compar- 
able 1946 period. Imports for consumption, however, 
totaled only $1.4 billion in the quarter ended March, 
1947, as compared with $957.7 million a year earlier. 
In other words, exports ran about $2.1 billion ahead 
of imports in the first quarter of this year. (See 
Table 2.) 

These totals make no allowance for changes in the 
price level. But, even on a unit basis, increases in 
quantities are impressive, particularly in commodities 
such as coal and corn. Corn shipments in March, 
1946, were about 488,000 bushels. A year later they 
amounted to about 8 million bushels. Coal shipments 
were about a million less in March, 1946, than in 
March, 1947. 


Some Commodity Exports Drop 

Exports of finished manufactured goods have 
gained all along the line, with a few exceptions such 
as woolen goods and processed foods. Shipments of 
cotton cloth, duck and tire fabric in March, 1947, 
were nearly 50% greater than in the preceding month 
and 75% above a year earlier. Exports of synthetic 
textiles—rayon, nylon and other types—are triple 
those of a year ago. So are exports of tire casings. New 
passenger cars exported totaled 24,635 units in March, 
which is more than double the 1939 average of 11,489 
units. 

In some groups there have been sizable declines. 
Meat is a prime example. We shipped 149 million 
pounds abroad in March, 1946, and only 28 million 
pounds in March, 1947. The dollar volume of dairy 
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products shipped was only half what it was a year 
ago. 

Preliminary reports indicate that exports fell slight- 
ly in April but that imports increased. Whether this 
is a forerunner of a recovery abroad is difficult to vis- 
ualize at this time. It seems more likely that the 
countries are trying to conserve foreign exchange by 
limiting their imports of nondurable goods. Certainly, 
increases in exports of machine tools and other capi- 


tal goods shipments strengthen this premise. The 
monthly average value of industrial machinery 
shipped in the first quarter of 1947 was $100 million, 
about $30 million above last year and more than four 
times that of 1939. Machine tool people report that 
one fourth of the machine tools shipped today are for 
foreign account. : 
Wiu11am B. Harper 
Division of Business Economics 


Consumers’ Prices in March at Record Peak 


HE HIGHEST consumers’ price index ever meas- 

ured by the National Industrial Conference 
Board was computed in March, 1947. (The first index 
in the series was that for July, 1914.) Prices of living 
essentials for that month topped all previous levels, 
including the peak months of June, 1920, (123.1) and 
December, 1946 (123.2, revised) . 

The United States index reached 124.9 (1923= 
100), an advance of 1.4% over December, 1946, and 
of 17.1% over March a year ago. The purchasing 
power of the 1923 dollar correspondingly dropped to 
80.1 cents, almost 14 cents lower than its value a year 
ago, when OPA price controls were operative. 

Retail clothing prices showed the greatest quarter- 
to-quarter gains, advancing 2.4% since mid-Decem- 
ber. The rise in prices of men’s wear continued to 
eclipse the increases reported in prices of women’s 
clothing. The most common clothing rises occurred 
in dresses, men’s and women’s hosiery and underwear, 
and men’s suits and coats. Since March a year ago, 
an advance of 14.2% was noted. 

The food index followed close behind, with a rise of 
2.0% over the three-month period, and of 33.8% over 
the year. Higher prices for meats, grain products, and 
fresh fruits and vegetables were reported by most 
sources; prices of several dairy products, however, in- 


cluding milk, butter, eggs, and cheese, showed de- 
clines. 
Other major budget group results measured in 
March are: fuel and light, up 1.2%, sundries, up 
0.8%, and housing, no change. The parallel annual 
movements are 4.2%, 9.5%, and no change. 

Of the sixty-six industrial cities surveyed in March, 
sixty-four experienced over-all price rises since De- 
cember, ranging from 0.7% in Chicago and Minne- 
apolis to a high of 3.5% in Cincinnati, the median 
gain being 1.8%. Atlanta and Joliet followed Cincin- 
nati with increases of 3.2% and 3.0% respectively. 
Declines were noted in New Orleans (0.5%) and 
Seattle (0.3%) only. 


Yearly Figures 


Over the year, each of the sixty-five cities for which 
data are available reported sharp increases, with no 
city experiencing a rise smaller than 13.0%. (Annual 
changes for Bellefonte, Pennsylvania, were not avail- 
able.) The median annual increase of 17.1% stands 
in bold contrast to the comparable figure of 15.0% 
three months earlier, indicating that anticipated vol- 
untary price cutting failed to live up to expectations. 

Fiorence S. GEIGER 
Statistical Division 


CONSUMERS?’ PRICE INDEX FOR THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 


Nise mage waa 
verage 0: ‘00% 
All I 


1946 March........... 106.7 
June...... 108.2 
September........ 114.7 


Dec. 1946 to Mar. 1947.| | +1.4 | +2.0 : 0 / +2 
Mar. 1946 to Mar. 1947.| +17.1 +33 .8 0 +14 
1Data on housing collected twice santa al 15 and December 15. It is assumed 


no change since ™m 5, 
Includes fuel as well as electricity and gas. 


4 / GF 
2 +1 


104.2 85.4 97.4 66.9 94.5 115.9 93.7 

106.8 85.9 97.3 66.9 94.5 117.6 92.4 

111.4 88.0 99.9 66.9 94.5 120.2 87.2 
90.5r 94.5 81.2r 
92.0 94.5 80.1 


2.9 +1.7 a 
9.5 +7.7 +9.5 -14.5 
rRevised. 


aBased on food prices for December 16, 1946. 
bBased on food prices for March 13, 1947. 
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Survey of Business Practices: 
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Rising Production Costs a Barrier to Price Cuts 


| Stevo of most industrial products are expected 
to show little change through the remainder of 
1947, since few manufacturers believe that the trend 
of production costs will allow any important reduc- 
tions. Indeed, some prices will have to be raised as 
further increases, resulting largely from higher wage 
rates, cannot be absorbed. Almost none of the manu- 
facturers of primary products and metal products co- 
operating in Tae ConFrerRENcE Boarp’s monthly sur- 
vey of business practices anticipates price declines by 
the end of the year. Instead, about one fourth indi- 
cate that increases may be unavoidable. Manufactur- 
ers of nondurable goods are more inclined to look for 
a drop in prices but in many cases these declines are 
expected to be modest. 

Attention is called to the uncertainties of material 
and labor costs and the psychology of the buyer. 
Many estimates were made on the assumption that 
labor demands would not exceed the “pattern” and 
that no serious labor difficulties would be encoun- 
tered. While more cautious buying is evident and 
many expect this trend to continue, significant price 
resistance is not reported except in soft goods and 
some construction materials. 


INDUSTRY TRENDS 


Executives of foundries almost unanimously expect 
price increases. Most mining, petroleum and steel 
companies look for little or no change. A majority of 
electrical machinery and supplies executives think 
price increases may become necessary. Producers of 
machine tools and industrial machinery are about 
evenly divided in estimating price increases and no 
important changes. Most air-conditioning executives 
expect present prices to hold, as do executives in the 
office equipment, instruments and controls, and hard- 
ware industries. 

In industries other than primary products and 
metal manufactures the price outlook is regarded 
quite differently. While the majority still expects 
little or no change, almost no one looks for increases, 
while about two out of every five anticipate declines. 
Food product executives generally look for lower 
prices. Estimates for the chemical industry and for 
textiles, other than woolens and worsteds, are about 
evenly divided between no change and a decline. Re- 
plies from the woolens and worsteds and paper indus- 
tries fall predominantly in the no-change column. The 
majority of leather and lumber products executives 
forecast lower prices. 


Many executives call attention to the impossibility 
of any arbitrary, across-the-board cuts in prices. De- 
mand-supply situations vary greatly, with some pipe 
lines apparently well filled, while for others this con- 
dition is not expected for some time. The immediate 
impact of wage increases on total costs varies widely 
from product to product. Current profit margins also 
show marked differences, and major shifts in profit 
positions may take place with uncomfortable swift- 
ness. 

Past price records must be considered, say some of 
the executives, in making current comparisons, and 
manufacturers who have absorbed large percentages 
of previous cost increases may no longer be able to 


do so. Some executives note that they are assuming 


abnormally great risks and that prices, while high in 
comparison with those of a few years ago, are reason- 
able or even low in relationship to cost increases. 
Heavy demand and tremendous volume have saved 
the day for many manufacturers, but peak produc- 
tion may not permit absorption of further cost in- 
creases. A few executives believe that some manufac- 
turers have unduly increased their prices, pointing to 
the high level of profits in a number of instances. In 
many cases, however, aggregate profits may appear 
large but actually are lower in relation to sales than 
in prewar periods. Moreover, the cost of replacing 
plant and equipment has sharply increased, and de- 
preciation allowances, some say, are inadequate to 
make replacements at current prices. 


Lower Prices Expected 


Reprinted below are selected comments grouped 
according to executives who look for lower prices, 
little or no change, and higher prices. Lower raw- 
material prices are most frequently mentioned as per- 
mitting a decline in end-item prices. Other factors 
include “organized propaganda for lower prices,” in- 
creased competition and more cautious inventory- 
buying policies. 


“In our business the cost of raw materials is by far 
the largest part of the cost of our products. After reach- 
ing an all-time high, the price of raw materials has started 
to decline. Our products have declined about 10% in 
price and by fall we expect a further reduction of 10%.” 
(Chemicals) 


SEG AE 


“T expect our prices to decline between now and the 
end of the year. Several of our products are raw materials 
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subject to rather wide price fluctuations. Prices of these 
products should drop rather extensively along with prices 
of sensitive raw materials. Prices of more insensitive ma- 
terials that we sell may drop moderately. 

“Price declines of our sensitive materials will be occa- 
sioned by greater supplies. Obviously, scarcity prices can 
only exist as long as acute scarcity continues. The prices 
of our more insensitive products are expected to decline 
because of increased capacity and general consumer re- 
sistance to present high prices.” (Chemicals) 


eee, 


“Although we do not plan to reduce our prices (now 
held at last OPA ceiling level) for third-quarter deliveries, 
we think that it will be necessary to reduce prices slightly 
before the end of the year. The organized propaganda 
for lower prices is causing hesitancy on the part of gar- 
ment manufacturers who constitute our main outlet. Be- 
cause of the high level of wages and raw material costs, 
there is no room for the substantial reduction in prices 
which the public is being influenced to expect.” (Teztiles) 


*« & 4. 


“We expect a decline from present prices, with the re- 
sult that by the year end prices might be 10% to 15% 
below present levels, . . . The increasing supply due to 
heightened production and increased inventory, coupled 
with a drop in demand, will cause this decline.” (Lumber) 


AR, WE 


“Prices in our line have declined between 20% and 25% 
on the average since the first of January. There will be 


a further decline in livestock and meat prices toward the 
year end.” (Food) 
* + * 

“We feel that retail prices on all appliances will tend 
downward and that the peak has been passed. Tremendous 
capacities in all of these industries can provide more prod- 
ucts by far than were manufactured in any past year.” 
(Electrical appliances) 


Little or No Change 


Many manufacturers who look for little or no 
change in prices do not believe that costs will be simi- 
larly stable. They feel that they may be forced to 
absorb additional cost increases even where. profit 
margins are very low. In some cases holding prices 
down is a matter of policy while in others, it results 
from competitive conditions. A number of executives 
commented on the difficult position that would con- 
front them if any substantial decline occurs in the 
volume of demand. 


“We do not expect any further change in our sales 
prices between now and December 31, 1947. Great psy- 
chological. forces are being brought to bear to force prices 
down, but our prices have risen so little that any down- 
ward revision is not sound at this time. Any upward 
revision would be competitively impractical.” (Woolens 
and worsteds) 
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“Our prices will remain relatively stable for the re- 
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mainder of the year despite the fact that we are faced 
with a labor cost increase. . . . This should call for price 
increases as it will cut our profits to a very low level, 
but competition does not permit a corresponding increase 
in price.” (Communication equipment) 


oe 


“Prices of petroleum products will remain constant to 
firm over the remainder of the year. There may be some 
slight appreciation in certain products or in certain areas. 

. . It is our hope, however, to check any further up- 
ward movement of prices.” (Petroleum) 


+> ee 


“Our prices will remain relatively unchanged during 
1947. Despite an increase in wages of more than 70%, 
in steel of over 60%, and in freight rates of 22.5%, the 
weighted average price at which we sell our products is 
about 6% higher than in 1940. We are operating profit- 
ably because of better equipment and methods and excep- 
tionally heavy volume. Our unit profit is much less 
than it was before the war. Our company, as well as 
the industry, has been extremely conservative in price 
increases and there is no margin for reduction. Any sub- 
stantial reduction in volume of business at present prices 
would be nearly disastrous for several units of our indus- 
try.” (Hardware) 


SEP AEDS IE 


“We do not expect our prices to go any higher than 
they are at present. Increases from 1941 to February, 
_ 1947, have averaged about 35%, as against the national 
pattern for industrial manufacturing of about 67%. We 
expect a further wage increase effective about August 
1, but it will not be over 10%. We plan to absorb this 
additional cost through improving our manufacturing 
methods still further and possibly through more efficient 
performance from our factory employees.” (Air-condition- 
ing equipment) 


* & %& 

“We believe there will be little change in prices between 
now and the end of the year. In view of recent increases 
to labor, we feel that our business is not in a good posi- 
tion in event of a drastic drop in volume. We do not 
expect to increase prices any further, although costs 


would justify an increase of about 5% in prices.” (Engines 
and turbines) ‘ 


Higher Prices 


Higher labor costs are the principal reason why 
some manufacturers expect increased prices. In turn, 
the advance in labor costs is expected to raise certain 
material prices and purchased parts. Generally, man- 
ufacturers who believe it will be necessary to increase 
prices are in industries where labor constitutes a high 
proportion of total costs. 


“We have just raised the wages of every person in our 
shops and offices, and are getting price rise notices from 
some suppliers. This will raise our costs so that we are 
now considering increasing selling prices within the next 
month or two.” (Machine tools) 
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“We will have to raise our prices. A lot of our sup- 
pliers are raising theirs. We have had to increase our 
labor rates and the spread in our business is not sufficient 
to do these things without increasing prices.” (Machine 
tools) 

A ee a 

“Any change in prices in our commodities will be up- 
ward rather than downward. We are at the present 
time negotiating a labor contract which will carry at 
least a 12% to 15% increase in wages, and the price of 
pig iron undoubtedly will go up rather than down. These 
two items are heavy factors in our costs.” (Foundry) 


Re Ie 


“With the possibility of increases in labor rates, to 
offset the increased cost, an upward adjustment of 5% 
to 7% should apply in selling prices. . . . We expect in- 
creased prices from some of our sources of supply; in fact, 
we have already received notice of upward adjustments 
in certain instances.” (Electrical supplies) 


eee 


“It had been our hope to maintain prices through the 
remainder of the year. We feel that we cannot because 
of labor negotiations. An increase to labor will make it 
necessary for us to increase our prices.” (Miscellaneous) 


GOVERNMENT POLICY 


Inconsistencies in government policy are noted in 
that “the government tells us that we must reduce 
our selling prices and at the same time the govern- 
ment encourages very substantial cost increases with 
no regard whatever to production. It also encourages 
a high level of farm prices; and, referring to the exec- 
utive branch of the government, there is no attempt 
to cut a dollar from the unprecedented peacetime 
budget of $37.5 billion.” 

Another manufacturer, calling attention to the im- 
balance in the price situation, observes that “manu- 
facturers seem to be getting most of the criticism, 
although their prices have advanced percentagewise 
much less than most others. Statistics show that 
farm prices have advanced about three times the 
increase in manufacturers’ prices and the former have 
a greater effect on the cost of living. In several in- 
stances government pronouncements and policies have 
been responsible for higher prices through the encour- 
agement of high wage demands and by government 
buying policies.” 


PRICE RESISTANCE 


No general and widespread buyer resistance to 
present prices is reported, although it is evident in 
soft goods and certain construction materials. Scat- 
tered instances are also cited in some other indus- 
tries, but in the capital goods industry price has rela- 
tively little bearing on demand, which is much more 
influenced by other factors such as the level of gen- 
eral business activity. Buying, however, has become 


more cautious and the trend of inventories is being 
closely watched. Buyers have also become more 
quality conscious. The experiences of various manu- 
facturers are illustrated by the following comments: 


“So far, we have not encountered any marked price 
resistance, although the general level of prices is high and 
sooner or later such resistance will appear when a buyers’ 
market develops. As a matter of good business, we are 
resisting price increases by our suppliers. Under present 
conditions of limited availability of materials and rising 
production costs, effective resistance is difficult.” (Awto- 


mobiles and equipment) 
SES Sie ae 


“In our business there has been no sign of price resist- 
ance. In fact, it is a common occurrence for our cus- 
tomers to remark that they had expected us to increase 
prices considerably more than we have.” (Special indus- 


trial machinery) 
ae 


“To date we have not met any general price resistance 
on our major products but there has been some scattered 
resistance from individual customers on repair parts. Many 
to whom we sell our engines as original equipment have 
discussed the pricing problem with us in an informal way, 
explaining that they are beginning to encounter price 
resistance on the end product, of which our engines are 
an important component. Our belief is that price resist- 
ance will grow and that customers will become increas- 
ingly selective in their purchases.” (Engines and turbines) 


Eee Teale 


“In certain lines, especially where retail department 
store resales are concerned, we have experienced pressure 
by customers for lower prices, to which we cannot accede.” 
(Paper and products) 


Tu 


“We fortunately have not experienced any considerable 
price resistance. We are allocating our goods and the allo- 
cations are proving inadequate. We hear from occasional 
distributors that they have experienced some resistance, 
but, having none of our product in their stocks, it is 
difficult to say whether the resistance is occasioned by 
lower price goods, substandard goods, or substitute goods. 
The public generally is insisting on securmg values at 
the present time and is no longer satisfied where such 
values are not extended.” (Apparel) 


a 


“Price resistance is developing on the part of the public. 
This has been influenced by the great amount of sub- 
standard merchandise that was offered for sale during the 
war period and immediately thereafter. Retailers who 
buy the finished product are becoming very conscious 
that the public wants quality merchandise at a moderate 
price. They are cautious in their commitments for fall 
merchandise and overconservative in placing orders for 
the fall and winter months.” (Woolens and worsteds) 


+ % + 


“There is certainly a lot of price resistance to present 
flour prices. Sales are running at an almost record low 
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throughout the whole industry. A few days ago flour 
sales nationally were under 3% of capacity for sales to 
the bakery industry. For the last several days, they 
have seldom run over 10% of capacity.” (Food products) 


Le ier 


“The entire construction industry is meeting serious 
price resistance, and volume is falling rapidly. There is 
a serious shortage of all types of construction labor and 
overtime is being demanded. Output is probably not 
two thirds of what it should be. Many items of build- 
materials have advanced from 100% to 200% in price. 
Labor enters into the cost of production of our products 
to a greater extent than any building material. Our 
prices in 1939 were very low, but we have held our 
increases to 52%. We could get a lot more but we don’t 
believe it would be good business.” (Building materials) 


EFFECT ON SALES AND PROFITS 


The majority of manufacturers do not expect price 
changes or the absence of change to have any signifi- 
cant effect on the volume of demand. For example, 


some producers observe that they are fully booked: 


for a long time ahead, and, as they are operating at 
capacity, neither a price increase nor a price decrease 
would materially alter the volume picture. Some 
others observe that demand for their product is never 
greatly influenced by the price. 

A seeming paradox is presented by some manufac- 
turers who believe that price declines may actually 
have an important depressing influence on demand 
instead of stimulating it. The reasoning is that the 
initial price decrease may be accompanied by more 
cautious buying because of the expectation of a fur- 
ther price drop. However, as already noted, a few 
producers fear that they may price themselves out of 
the market or stimulate the use of substitute mate- 
rials. They observe, however, that high costs and 
the inflexibility of certain cost items prevent them 
from making substantial price reductions. In some 
cases, lower sales are expected, not because of prices 
but because the unusually high demand will have 
been satisfied. 

Few manufacturers look for any increase in profits 
but generally expect them to be unchanged or lower. 
Producers who expect to reduce prices anticipate 
lower profits and in some instances even losses. Some 
inventory losses are expected. Efforts to reduce pro- 
duction costs through increased efficiency are, of 
course, continuing, and some manufacturers hope to 
maintain profit positions through increased efficiency. 
In a few cases, manufacturers believe that some of 
their suppliers would be well advised in using a por- 
tion of their substantial profits to reduce prices. 

Some selected comments on the impact of the trend 
of prices on profits and sales follow: 


“Any downward price revision at this time would most 
certainly cut into profits and it is not our feeling that 
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it would increase sales volume. We feel very strongly 
that our sales volume will be somewhat lower in the next 
several months only because of the hesitancy on the part 
of many who expect the miracle of lower prices with in- 
creased costs.” (Miscellaneous metals) 
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“We feel that any change in prices either upward or 
downward will affect profits and volume adversely. If 
we are forced to raise prices, our profit margins will tend 
to be reduced because consumer resistance is so strong.” 
(Paper and products) 


7 BA 


“Any possible increase in prices will have very little 
effect upon profits. In fact, it would be my expectation 
that price increases would be inadequate to defray higher 
costs incurred.” (Petroleum and products) 


‘ee 


“While a price increase would result in larger immediate 
returns, it would have no effect on sales volume. Our 
mills are operating with practically all departments at 
capacity. It would, however, draw attention of users of 
our product to the increasing disparity between prices for 
brass, copper and competitive material, and, if not cor- 
rected, this disparity might have an unfavorable effect on 
our sales volume.” (Nonferrous metals) 


it + ee 


“Tt is altogether unlikely that a further increase in 
machine-tool prices will affect sales volume. Machine 
tools at the moment are underpriced.” (Machine tools) 


ie 


“There is a great oversupply of woolen fabrics. The 
results depend altogether on how hungry some mills get 
for orders and how far they will reduce their prices to get 
business. In the past, some have even preferred to sell 
at a slight loss in order to pick up part of their burden 
or overhead. We believe that profits will be less and 
that sales volume in our line will likewise be less.” (Wool- 


ens and worsteds) 
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“Regardless of what individual figures might indicate, 
our industry as a whole has not been adequately profit- 
able from the standpoint of ability to pay a reasonable 
return to investors and still spend adequate money on 
plants to maintain them and improve processes. Even 
though I do not expect price weakness in any major way 
in our lines this year, it is only realistic to recognize that, 
when other prices drop in a major way, the big problem 
will be one of convincing customers who have had the 
benefit of reasonable prices. that there should be less 
reduction than is likely to take place in other fields.” 
(Paper and products) 


a rie OS 


“Any reduction in prices would probably lead buyers 
to defer buying in the expectation of having prices still 


. lower, which would aggravate the situation. So far as 


the effect on our sales is concerned of either reducing or 
increasing prices, we do not believe that this would en- 
courage or discourage sales.” (Rubber and products) 
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“A price reduction would affect profit margins adversely 
unless productive efficiency is increased to offset lower 
prices. Volume will depend on buying power and con- 
sumer psychology, which has caused many consumers to 
take the attitude of waiting for lower prices.” (Woolens 


and worsteds) 
ee ee D 


“Our one hope for making a profit on substantially 
lower prices is to improve the productivity of our labor 
substantially. Our rates have almost doubled since before 
the war while productivity has declined substantially. 
While we have done a great amount of tooling and elimi- 
nation of material handling and have lowered the discount 
to distributors and retailers, our one prospect for a profit 
lies in better productivity of our factory workers.” 
(Electrical appliances) 


+ + # 


“Inventories on the whole seem to be not only large 
but very unbalanced. Shortages of companion items cause 
even normal stocks to appear excessive because they are 
worthless without the items that go with them. In addi- 
tion to this, there seems to have been a considerable 
pyramiding of orders and, now that production is under 
way, we have noticed an excessive amount of cancellations 
which we attribute both to pyramiding of orders and to 
shortages of companion items.” (Steel producers) 


Break-even points have risen substantially and in 
many instances are uncomfortably close to current 
high rates of operation. Many manufacturers contend 
that they have much less control over costs than some 
years ago and that they would be confronted with an 
exceedingly difficult situation if sales turned down- 
ward. This position is well illustrated by the follow- 
ing comment of a hardware executive: 


“We feel we are in the most precarious operating posi- 
tion we have ever experienced because of the price-wage 
squeeze and a break-even point at a high level as a re- 
sult of increased factory operating costs. A very slight 
reduction in the volume of output, a minor reduction in 
our price level, or a disproportionate increase in the cost 
of factory labor could very quickly throw our operations 
into the red. The art of managing a business becomes a 
tight-rope walking performance of the greatest possible 
skill—and with the tax carry-back provisions out of the 
picture, there is no net under the wire.” 


An executive of an instrument and controls con- 
cern observes that “if volume does not continue, pres- 
ent costs are such that a satisfactory profit could not 
be made at lower prices.” He further observes that 
“jt is certainly reasonable to assume that at least a 
part of our present volume is due to a war-built de- 
mand although certainly not all of it.” 

The trend in pricing policy appears to be definitely 
away from the use of escalator clauses, with an in- 
creasing number of manufacturers now quoting firm 
prices. Among primary producers, slightly more than 
half still employ escalator clauses or an equivalent 
while a similar practice is followed by slightly less 


than half the metal manufacturers. For other manu- 
facturers, including many whose products have 
always been sold on a firm price basis, about a third 
employ escalator clauses. Several executives observe 
that consideration is being given to the dropping of 
escalator clauses in the near future. Many buyers are 
demanding firm prices and their efforts are proving 
successful because of increased supplies. However, 
some buyers favor these clauses where they provide 
for downward as well as upward revision because of 
the possibility of a future drop in prices. On long- 
term contracts the general practice is to insert esca- 
lator clauses. Some manufacturers report that, as a 
matter of self-protection, their business is on the 
basis of escalator clauses because few of their sup- 
pliers are willing to give firm prices. 

Many producers protect themselves simply by pro- 
viding that orders are accepted only on the basis of 
prices effective at date of shipment. Some others 
employ the formula type of clause. The practice of 
inserting a ceiling in escalator clauses appears to have 
grown and cancellation rights are frequently provided. 
In view of cost uncertainties, some manufacturers ob- 
serve that they would have to provide for a substan- 
tial contingency in their price if a later review were 
not possible. They observe that many customers pre- 
fer the lower price together with an escalator clause. 
The general opinion is that, whenever possible, firm 
prices are desirable. However, an interesting opposite 
viewpoint is presented by a steel producer who com- 
ments that he is “particularly opposed to holding 
firm prices in the steel industry because of the curse 
of inventory speculation which this practice has 
brought to our industry.” He further observes: 


“Over a long period of years many of the depressions 
we have had, in my opinion, were caused by, first, the 
rumor and then the announcement that prices for the 
next quarter would be advanced. This meant in all cases 
an immediate rush of orders of tremendous magnitude. 
All existing capacity would be put in operation . . 
and on the date when the new prices were supposed to go 
in effect the mills would have so much business on hand 
that they could not get it out by the first day of the 
ensuing quarter. This would result in a carry-over usu- 
ally of from two weeks to thirty days. During this addi- 
tional period, of course, the rush would be greater than 
ever, but, on the day that some particular company had 
set as a deadline and which usually would be met by 
other companies, the steel industry would drop operations 
from 100% of capacity to 30% or 40%; stock markets 
would decline; and a depression would be started. 

“If the inventory speculative features of our economy 
are removed and we keep current on prices, we are going 
to have a much more stable steel industry and a much 
more stable economy in our country.” 


Henry E. Hansen 
Division of Business Practices 
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How Industry Prices Its Products 


OSTS, profits, and competition are the most im- 

portant elements of pricing, according to reports 
received in a Conference Board survey of business 
practices. Raw material replacement costs, industry 
and trade practices, novelty of product, and a fair 
return on the company’s investment in developing 
and producing the product were other factors which 
reporting executives felt must be taken into consider- 
ation before prices are set or changed. 

Most companies arrive at a price by adding fair 
profit to cost and modifying results to fit competitive 
conditions. There is considerable difference of opinion 
on how costs should be computed and a company’s 
attitudes toward costing has much to do with the 
final price level. 


A TOP MANAGEMENT FUNCTION 


Six years of abnormal demand have not diminished 


the importance of a sound pricing policy, and com- 
panies of all types still regard it as a matter for top 
executive consideration. The president of a large 
chemical company expresses the prevailing attitude 
in stating: “We do not believe in haphazard deter- 
mination of prices, for we look on prices as the most 
important factor in determining probable sales vol- 
umes, with the corollary that sales volume plays an 
important part in determining profits. The final de- 
termination of our sales prices, therefore, is an execu- 
tive matter.” 
_ Evidence of the importance attached to pricing is 
given in the small number of cases where price deci- 
sions rest solely in the hands of one man. Customary 
practice is to have the sales and production depart- 
ments, through consultation, arrive at a suggested 
price. Their recommendation is then reviewed by the 
president or executive committee, and, in very im- 
portant changes, by the board of directors. In large 
decentralized companies, basic policy is sometimes 
established in this way, but divisional managers are 
allowed to make discretional changes within estab- 
lished limits. 

In companies manufacturing to specification, esti- 
mates of cost are generally requested from the engin- 
eering department, which often takes active part in 
the discussions leading to establishment of the final 
price. 

In several companies, pricing committees have been 
organized. They are responsible for studying the vari- 
ous aspects, such as manufacturing costs, profits, com- 
petitors’ activities, and market conditions. In one 
industrial machinery company, for example, the pric- 


ing committee is composed of representatives from 
the production, sales, finance, and contract and order 
departments. The chairmanship rests in the finance 
division. The committee makes recommendations to 
the president, who is responsible for giving the final 
approval. 


FACTORS TO BE CONSIDERED 

As mentioned, the survey shows cost, profit and 
competition as the three dominant factors affecting 
prices. The following statement, made by the presi- 
dent of a heating and plumbing concern, is typical 
of the relation of these three most important factors: 
“Our prices are based on cost, with a reasonable 
mark-up tempered by competition and a budgeted 
sales volume.” 


Competition 

Aside from production costs, competition was by 
far the most important factor in price determination. 
The executive of a large petroleum company points 
out that “prices are largely governed by competition. 
Naturally we would be unable to obtain higher prices 
than competition is offering, and, on the other hand, 
should we quote lower prices, for a short time we 
would obtain more business than we could handle, 
but competitors would meet them as soon as they 
became aware of them.” 

When a company is not a major factor in the in- 
dustry and when differences in quality of product are 
small, the necessity for keeping prices in line with 
those of competitors becomes even more urgent. For 
example, the president of one company notes: “Our 
prices are set primarily by competition. Two com- 
panies in our industry control 60% of the volume. 
Those of us who compete with them find it impossible 
to sell at a lower price . . . and it would naturally 
be impossible for us to sell at a higher price since we 
have nothing sufficiently different to offer to justify 
a differential on the high side.” 

A similar situation is described by the general man- 
ager of a textile firm who states: “Our prices are 
determined mainly by those set by our largest com- 
petitors, which we are called upon to follow if we 
want to get business. When we cannot sell at those 
figures, we have to go lower.” 

Some executives point out that their standing in 
the industry is such that they generally need not 
worry about competitors’ prices. For example, a 
manufacturer reports: 


“We are the leading manufacturer in our industry and 
often sell certain lines at a price higher than competition. 
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Our prices are actually set from a cost analysis of mate- 
rial and labor costs and manufacturing and selling bur- 
dens predetermined on an estimated volume basis. There 
have been times in the past when prices on certain of our 
product lines have been reduced to meet competitive 
situations, but generally our price analysis, as presented 
by the executive in charge of our cost department, is re- 
viewed by a top policy group of executives, and the final 
approved prices are then issued to our field sales force.” 


The chairman of the board of a large hardware 
concern expresses confidence in the effect of competi- 
tion on prices, pointing out: 


“Since every manufacturer is striving to get the most 
profitable part of the business, prices are normally com- 
petitively fixed by just about the methods taught by 
Adam Smith, and, incidentally, under normal conditions 
they come right back to ‘the cost of the highest cost pro- 
ducer needed to take care of the volume of business 
going.’ ” 


The importance of keeping prices in line with com- 


_ petition is so great in some industries that companies 
_have established systems for keeping abreast of com- 


petitors’ price activities. The chairman of the board 
of a cement corporation describes his company’s 
method of doing this as follows: 


“A report of a cut price is received from one of our 
salesmen. This immediately leads to an investigation as 
to whether it is a general reduction or an isolated case. 
If the former, the matter is immediately referred to our 
president and authority to meet the reduction comes at 
once. If it is an isolated case, all the circumstances are 
reviewed by our president and chief sales executive and 
a decision made on the basis of the probable effects on our 
volume of business. In many cases, a cut price by one 
competitor would lead to similar action on the part of 
others so that the decision to meet it would be forced 
upon us.” 


Raw Material Costs 


When raw materials represent the principal cost of 
doing business, a company’s prices may be based 
almost entirely upon fluctuations in the commodity 
markets. With grains and meats, for example, prices 
fluctuate daily in accordance with grain market and 
stockyard prices. Textile companies also often base 
their prices upon the replacement cost of the raw 


_ materials. Similarly, department stores must con- 


sider inventory replacement costs, which dominate 


- the over-all cost of doing business. 


Perishable Goods 


In some industries the perishable nature of the 
product has a strong influence upon a company’s 


_ pricing policy. As an executive of a large meat-pack- 


4 


ing firm notes: “Prices of our perishable products are 
determined largely by market conditions. The area 
within which price decisions can be made is almost 


negligible. The product must be sold at some price 
within a given length of time regardless of any price 
policy or prior judgments.” 


Governmental Control 


Governmental control, in the dairy industry and 
some others, determines the price at which products 
can be sold. Laws such as the Miller-Tydings Act, 
the Robinson-Patman Act, and state fair trade laws, 
to some degree affect the price policy of a vast num- 
ber of companies. By the establishment of minimum 
wage laws and the application of tax policy, the gov- 
ernment is gradually diminishing the area in which 
industry can control costs and therefore prices. 


Trade Practice 


Pricing in some industries is affected by established- 
trade practice, as in the candy industry, for example. 
The chief executive of one such company points out: 


“Historically, prices in the candy industry have been 
set on a pattern which allows a certain percentage for 
the retailer, a certain percentage for the jobber, and the 
manufacturer takes what is left and cuts his cloth accord- 
ingly. Our industry’s products have a standard retail 
price, formerly five cents, now for the most part six cents.” 


Similarly, the president of a hardware concern 
states: “There are certain traditional price levels at 
which the consumer expects to purchase our type of 
merchandise. Consequently, we are limited consider- 
ably by those traditional consumer price levels.” 


Patents, Value and Novelty 


The novelty of a product, its value to the customer, 
or the degree of patent protection it enjoys often in- 
fluences the price decision. For example, many com- 
panies report that if a product has a great value 
to the customer, they are inclined to make the 
margin of profit on the product higher than the aver- 
age for other products. The same attitude seems to 
apply to patentable products or novel products, upon 
which the influence of competition is lessened. 


Return on Investment 


Another important consideration in pricing is a 
fair return on the investment required to develop and 
produce the product. Most companies are*reluctant 
to price a product so low that development and tool- 
ing costs are not paid for in a reasonable period of 
time. The thinking of many companies on the matter 
of investment is shown in the following statement of 
a chemical company: 


“Prices of new products are usually based on a certain 
return on investment in each product. In determining 
investment, we consider not only the amount directly in- 
vested, but also an estimated amount for service facilities 
and estimated additional required working capital. The 
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return is computed on the gross investment and not on 
an investment which is reduced by an estimated reserve 
for depreciation. With respect to old products, the net 
profit margin is considered in setting prices both from 
the standpoint of per cent of sales and per cent of return 
on investment,” 


PRICING METHODS 


The cost-plus method of pricing is still exceedingly 
popular. This, of course, has always been the ac- 
cepted method of pricing in the contract manufactur- 
ing field. Goods made to order are usually priced by 
first determining the cost, then adding a fair margin 
of profit. 


Probable Future Costs 


Opinion differs as to what basis should be used for 
estimating cost. Some companies base their costs 
upon past experience. However, when costs of raw 
material and labor are fluctuating rapidly and a com- 
pany desires to make firm price commitments for 
future delivery, it is necessary to estimate probable 
future costs before the cost-plus method of pricing 
can be used. There is the problem, for example, of 
those companies which prepare catalogs for their 
products: 


“Our line of products represents standard catalogue 
items bought by manufacturers and jobbers. In general, 
upward or downward adjustment in catalogue prices is 
undertaken only by the top management, and in the re- 
cent past has been occasioned only by corresponding 
moves of principal competitors in the same direction. 
When a new range of catalog prices is established, it is 
the result of weeks of study and conferences involving, 
among others, the general sales manager and the chief 
executive. On the pricing of new products, where no 
price has yet been established, pricing is based on an 
agreed formula related to actual production costs, and 
sometimes modified by cost estimates which the engineer- 
ing and production departments assist in analyzing. Any 
new price, even though based on this established pricing 
formula, must be submitted for review by the top man- 
agement; occasionally the formula price is modified at 
this point to meet competitive conditions.” 


The case of a metal manufacturing company is 
similar: 


“The basis for determining our selling prices is the 
labor and material costs, like almost any other business. 
However, since we are quoting firm prices today on ma- 
chines that may not be delivered for two years, quite 
naturally we must have a liberal factor of safety as a 
safeguard against continued increases in labor and mate- 
rial costs. 


“All of our overhead is added to labor cost. At the 


present time our factory overhead is 150% of labor cost, 
selling overhead is 50% and administrative overhead 25% 
of labor cost. We add absolutely nothing to material cost. 
To the total we are at present adding 20%, about one 
third of which is to cover unforeseen contingencies.” 


Current Costs 


Some companies do not attempt to forecast costs 
as a basis of pricing, but instead keep their cost rec- 
ords current so that prices can be based upon the 
most recent operating experience. According to a 
foundry executive: 


“We have a very good check of our costs which con- 
sequently helps in the determination of our prices. Each 
month our auditing department prepares a detailed report 
of the previous month’s operations—an invaluable asset 
in the fluid conditions under which we have been operating. 
The vice president in charge of sales determines the 
prices. His estimating department always has the latest 
costs. Our product is generally determined by the indi- 
vidual casting, and, consequently, while more detail is 
involved better control is exercised.” 


Normal Operation 


Another popular method of establishing standard 
costs is on the basis of a so-called normal operation. 
This method is well illustrated by the following de- 
scription of the procedures of an industrial machinery 
company: 


“Our selling prices are set upon the fundamental prin- 
ciple that they will produce a reasonable average annual 
profit for the company. For many years we have estab- 
lished what is known as a normal volume of business, 
based upon an average expectancy for a ten-year period 
with due consideration both to prosperous and depression 
years and to increased capacity by reason of new products, 
and with proper regard for price trends. We determined 
our costing factors, for the purpose of computing selling 
prices, in accordance with this normal business volume, 
and, of course, when the relationship between direct labor, 
works overhead and material costs has been changed by 
reason of increased labor or material costs, it has some- 
times been necessary for us to make a corresponding 
change on our costing factors. The established costing 
factors are standard and are used without regard to the 
volume of business. In times of low volume they are 
insufficient to absorb our actual costs, but when our 
volume exceeds the established normal they often pro- 
duce an overabsorption of indirect costs. 

“We have also established pricing factors to apply to 
our total costs so as to produce sought rates of profit for 
varying commodities, taking into account the nature of 
the product, the competitive situation, and all other 
pertinent factors.” 


G. CLrarK THOMPSON 
Division of Business Practices 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1946-47,” page 108) 


1947 1946 Percentage Change 
Item Unit April, 1st 4 Months 
April March | February | January April TAgail,. | ant & Moathe 
1947 1947 
ndustrial Production 
“LOG A aa 1935-39=100 ||p  187]/r 190 1s9 |r 189 165 +13.3 417.1 
Manufacturing (FRB) (S)........ 1935-39 =100 || p 195 |r 198 | r 197 196 176 +10.8 +18.0 
Durable goods (FRB) (S)....... 1935-39=100 || p 992 | r 295 222 221 190 +16.8 +31.5 
FOS bid Re a ee 000 net tons p 7,049 7,307 6,422 7,213 5,860 +20.3 +58.8 
EAEAISIDTUERNS Se. fons 2s 0.c,s0e oie rokeus ras 000 net tons 4,830 5,123 4,550 5,087 8,614 +33 .6 +65 .6 
Copper (refined).............. net tons 107,270 88,131 77,591 80,144 18,989 +464.9 +123.4 
Weadatreninied), .ct.0c. <0 a net tons 53,424 51,239 44,053 45,629 23,766 4124.8 437.1 
PAT CUAL) Ur, ease Yo 08 Seve erm deca. net tons 73,891 75,376 65,198 72,332 60,903 +21.3 +10.4 
Glass containers.....!........ 000 gross 10,317 | r 10,582 9,281 11,153 9,555 +8.0 +7.9 
COT ek ide SP aca ie Gomer ean million bd. ft. n.d. 2,578 2,403 2,238 2,279 +13.1¢ +20.2d 
Machine tools!............... 000 dollars p 26,723 29,012 26,765 26,542 28,108 4.9 -$.2 
Machinery (FRB)...........: 1935-39=100 |] p 276 | r 281 276 276 295 +22.7 +32.5 
Transportation equip. (FRB)..|| 1935-39=100 |p 237) r — 287 233 229 245 =ons +7 .2 
WButomobiles.. 5c hoc. jostle. units n.d. 302,954 263,998 252,100 90,045; +236.4c] +308.0d 
Nondurable goods (FRB) (S)....|| 1935-39=100 || p 173 |r 176 176 177 164 +5.5 +6.7 
(CE aa ae eee bales 882,880 | 875,124 | 840,463 | 947,036 | 812,749 +8.6 +11.6 
Wealemeyet os a.) ox Ge Sean. million pounds n.d. 62.9 |r 64.9 69.1 63.7 -1.3¢ +7.9d 
PER ERMOIY VAUD 0 cept o.«) Sedin ec foles oie «ets million pounds 58:7 |r ~ 60.0 |r -_ 56.3'| 7 . 62.4 56.6 +3.7 +7.5 
Food prod., mfd. (FRB) (S)...|| 1935-89=100 |lp 155 157 157 161 153 41.3 Tal 
Chemicals (FRB) (S)......... 1935-39=100 |! p 252 252 253 |r 253 235 0 +7.2 eeaes 
Newsprint, North American. ..|| short tons _ 470,812 | 472,341] 433,807 | 470,841 | 434,421 8 48.4 +9.4 
TENET on A eS ee % of capacity 105.1 106.1 105.9 102.1 102.7 -0.9 +2.3 +4.7 
BAPEEDOAT Meo. divi dhe <ieje's % of capacity 100 101 103 99 99 -1.0 +1.0 +6.1 
Boots and shoes?.............. thous. of pairs n.a. |p 40,361 |r 38,255 41,051 47,955 +5.5b -15.8c¢ -10.0d 
Cigarettes (small)?............ millions 27,493 26,336 26,338 28,451 25,452 +4.4 +8.0 +7.8 
Mining (FRB) (S).............-- 1935-39=100 1p 141 |r 148 146 146 104 4.7 435.6 re T Ta 
Bituminous coal.............. 000 net tons ||p 41,120 ]7 55,375 |r 51,400 58,869 3,506 -25.7 | +1,072.8 +25.3 
PENT ACHE ana 6s os\ aie aeie'ere 000 net tons |}p 4,268|r 4,967 4,240 5,155 5,084 -14.1 -16.1 -8.4 
Crude petroleum!............. 000 barrels n.d. 4,908 4,810 4,671 4,414 +2.0b +11.2¢ +4.6d 
Electric POMEL Pha: a asics e Veceyels million kwh 4,656 4,758 4,788 4,797 3,994 2.1 +16.6 +18.8 
Construction®.....................|] 000 dollars 602,338 | 596,755 | 442,197] 571,628 | 734,911 +0.9 -18.0 +1.6 
Heavy engineering—Public’........ 000 dollars 60,201 28,592 31,981 30,211 46,908 } +110.6 +28.3 422.7 
Heavy engineering—Private’....... 000 dollars 53,417 71,512 57,142 55,983 87,140 -25.3 -38.7 0.2 
Jistribution and Trade 
(Carloadings, total®™, .-. 56.6. thousand cars 820.4 826.4 798.2 812.4 652.6 -0.7 +25.7 +12.2 
Carloadings, miscellaneous. ..... . .|| thousand cars 384.9 380.5 361.0 361.7 $73.1 +1.2 +3.2 +10.3 
Retail trade (NICB) (S)........... 1935-39 = 100 na. |p 288.5 283.2 276.4 233.3 +1.9b} 423.7%] +24.6d 
Department store sales (S).........|] 1935-39=100 |} p 274 r 275 269 265 252 0.4 +8.7 +9.7 
Variety store sales (S)............. 1935-39 = 100 na. |p 198.3 191.8 196.2 193.5 +3.4b]  42.5c]  +6.4d 
Rural retail trade (S).............. 1929-31 =100 n.d. 376.9 345.6 $15.0 345.5: +9.16 +9.1e +15.2d 
Grocery chain store sales (S)8....... 1935-39 = 100 n.a. |p 312.2 809.9 300.7 Q17 4 +0.7b} +43.6c} +40.2d 
Magazine advertising linage........ thous. of lines 4,703 5,102 4,580 3,952 4,775 -7.8 1.5 -0.5 
Yommodity Prices 
All commodities (BLS)®............|| 1926=100 | p 147.7 |p 149.5 |r 144.5 141.5 110.2 -1.2 +34.0 +34.4 
Maw materials: 63.03. eh dele ce 1926 =100 lp 160.1|]p 163.2 154.9 152.1 122.2 -1.9 +31.0 +31.3 
Semi-manufactured articles....... 1926 =100 p 144.5|p 145.9 142.1 138.8 101.1 -1.0 +42.9 +43 .6 
Manufactured products’..........|| 1926=100 p 141.9} p 143.3 ]7r 1389.7 136.7 105.5 -1.0 +34.5 +34.9 
(Se chet) 0 Se er ree 1926 = 100 ip 177.0|p 182.6 170.4 165.0 135.4 -3.1 +30.7 +31.3 
LSS S.A ee 1926 =100 p 162.4|p 167.6 162.0 156.2 110.8 -8.1 +46.6 +48 .9 
Sensitive industrial (NICB)*........ 1929=100 | 153.0 151.5 146.5 146.4 98.1 +1.0 +56.0 +54.6 
Sensitive farm (NICB)*............ 1929=100 || 195.8 202.9 184.5 174.6 136.9 3.5 +43 .0 +40.6 
Reta MIGeA is hee \ise. « S%,4 ojeleakeye bio 1935-39 = 100 | n.d. 176.9 172.7 172.7 143.7 +2.45 +23.1¢ +21.5d 
fecurities 
Total stock prices (Standard & Poor’s)|| 1935-39 = 100 119.3 123.7 128.7 125.2 151.6 -3.6 -21.3 14.5 
[rrebestr tls ceri cc. ars wv. 2 Suet idhe al 1935-39 = 100 123.1 197 07 132.6 128.5 155.9 -3.6 -21.0 -13.8 
TOOT TROT 0 oa eer 1935-39 = 100 102.2 109.9 118.8 114.7 156.8 —7.0 84.8 -29.8 
UAT TINSS 5. 2 re ar 1935-39 = 100 104.6 107.3 111.4 110.7 127.5 2.5 -18.0 -12.9 
Total no. shares traded N.Y. Stock Ex.|| thousands 28,981 25,218 32,468 31,831 43,947 +14.9 34.1 41.0 
Corporate bond yields (Moody’s). . .|| per cent 2.78 2.79 2.78 2.79 2.6 0.4 +4.1 +38.7 
‘inancial Indicators 
Bank debits, outside New York City million dollars 46,910 |r 49,962 | r 43,206 49,147 42,122 -6.1 +11.4 +15.6 
New capital corporate issues........ 000 dollars 375,689 309,822 128,344 252,109 289,890 421.3 +29.6 +77.5 
Refunding issues.................. 000 dollars 73,214 139,824 30,924 102,635 387,663 47.6 -81.1 -67.8 
Comm., industrial and agric. loans®, .|} million dollars 11,064 10,986 10,652 10,377 7,511 +0.7 +47.3 +45 .4 
National income payments...... million dollars n.d. 14,613 ) r 13,467 14,402 13,1994 +8.5b +10.7c +10.9d 


Money in circulation, end of month.!! million dollars || p 28,118 !r 28,230! 28,304! 98,962 | —_ 27,885 


SAdjusted for season variation ‘Shipments 2Consumption; cigarette consumption measured by tax-paid withdrawals %Excludes reconstructed government shoes included 
| data prior to 1944 4Average daily *Average weekly &F. W. Dodge 7Engineering News-Record—average weekly 8Grocery and combination chain store sales *Through 


[40 centers aMarch, 1946 bPercentage change, February, 1947, to March, 1947 cPercentage change, March, 1946, to March, 1947 dPercen' change, 8 months, 1946, 
»$ months, 1947 eEstimated n.a.Not available pPreliminary rRevised *Value as traffic indicator subject to variations in length of haul and amount loaded. 
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Business Forecasts 


IDE divergence of opinion exists on the business 

outlook. “The long expected and long advertised re- 
cession is here” declares Marcus Nadler, Professor of Finance 
at New York University. He says that the boom is gradu- 
ally fading out and we are approaching a period of transi- 
tion. “From now on a gradual reduction in prices will take 
place.” Others, like Joseph P. Kennedy, former Ambassador 
to Great Britain, describe present conditions as “a great 
dislocation.” Cloud Wampler, President, Carrier Corporation 
and former investment banker, states that the adjustment 
already begun will involve a “washing out” of prices that 
are too high and wage levels that are out of line. This may 
entail a step down from a Federal Reserve Board index of 
190 to 145. He believes, however, that 1947 and 1948 will 
be good business years. 


A lack of formal definition adds to the confusion, but 
there are also real differences in opinion. H. §. Cherry, Vice 
President, Lionel D. Edie and Company, investment coun- 
selors, believes that when the break in agricultural prices 
comes, it will be severe. He points out that the equilibrium 
line for agricultural products is 25% to 30% below recent 
prices. 

Professor J. A, Guthrie, however, contends that high 
consumer purchasing power, heavy foreign demands and 
parity support will prevent any substantial decline in agri- 
cultural prices. “The percentage of consumer purchasing 
directed to agricultural products will diminish as more 
consumer durable goods become available, but I do not be- 
lieve this factor will have much effect on farm prices. . . 

I see little indication at this time of any real weakness in 
the forces determining farm prices.” 

The Bureau of Agricultural Economics released the fol- 
lowing official forecast in the early part of May: “Prices 
of farm products are expected to remain relatively high at 
least until prospects for 1947 crops begin to be an impor- 
tant influence. . . . There is no indication of an immediate 
marked decline in prices.” 


INDUSTRIAL PRODUCTION 


The Bureau of National Affairs estimates industrial pro- 
duction will average (1935-39=100) 176 in 1947, or 4% 
above last year. “A severe general decline is anticipated in 
the second half year. The low point in the cycle decline is 
likely to be reached in the first half of 1948 followed by 
recovery in the second half year.” The first quarter of 1948 
is expeeted to average 150 or about 20% below the first 
quarter of 1947. 

From the first quarter of 1947 to the first quarter of 
1948, the Bureau expects that durable manufactures will de- 
crease 26% as compared with 16% for nondurables. The 
second half of 1947 will be 15% and 10% lower, respectively, 
than the first half of the year. Greatest declines are ex- 
pected in machinery cotton and woolen textiles, nonferrous 
metals and stone, clay and glass. Petroleum, shoes, manu- 


factured foods, tobacco, chemicals and the automobile in- 
dustry will feel the impact least. 

Standard and Poor’s foresees a more productive year. 
Industrial production in 1947 is expected to average 183 of 
the 1935-39 base. The index, says Standard and Poor’s, will 
hold at 183 as late as July. 

Testifying before the Senate Finance Committee, Lionel 
D. Edie predicted industrial production in calendar year 
1947 and 1948 would be 180 and 175 respectively of the 
1935-39 average, while fiscal year 1948 would average 171. 


INCOME PAYMENTS 


The Senate Finance Committee recommended reduction 
of individual income tax payments to permit maintenance 
of the existing high levels of employment and output. The 
committee believes that the estimate of receipts for the 
fiscal year 1948 should be based upon a level of income 
payments of $170 billion, a decrease of about $7 billion 
from the current level. Sharp issue was taken with Secretary 
Snyder, who recently testified that lower prices would de- 
crease income payments to $168 billion, but that the 
country would remain at full employment and maximum 
production. “The Secretary seems to bellieve that the price- 
cutting program can be realized in spite of the wage in- 
creases. . . . The validity of this assumption is by no means 
obvious.” Moreover, “the Secretary’s belief that a general 
price reduction can occur without raising the level of pro- 
duction is based on what your committee considers as un- 
sound premise, namely, that we have reached an absolute 
maximum volume of output.” Further, “if general price 
reduction should be accomplished without increasing the 
volume of output, it appears likely that the additional funds 
in the hands of the consumers would result in prices being 
bid up again. The committee is unwilling to rely exclusively 
on price cutting to prevent deflation.” 


MISCELLANEOUS 


As late as May 20, Commissioner of Labor Statistics Ewan 
Clague reported that, although employment is leveling off 
in some industries, there is no indication of a recession. He 
foresaw a sort of “leap frogging” in which one industry 
after another would reach its own saturation point while 
others remained at full production. 


“April contracts indicate a recession in construction is in 
progress,” reports F. W. Dodge. “In view of the known de- 
mand, the only important reason to which the recession 
can be ascribed is the rapid rise in costs in the last six 
months.” 

Prices on heavy equipment have passed their peak, ac- 
cording to John C. Somers, President, Industrial Products 
Engineering Company, distributor of industrial plant ma- 
chinery and equipment. 

Rose Nawicu 
Division of Business Economics 
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Excerpts from Replies to Survey of 
Business Practices 


(See article on page 175) 


PRIMARY PRODUCTS 
Foundries: Upward Trend in Prices 


’ “The effects of any price increases will not mean wider 
profits as sales prices will not be raised commensurately with 
increased costs. We are quoting firm prices only, although 
some of our suppliers are quoting with escalator clauses.” 


“We expect to try to raise prices to cover approximately 
the rise in wages and the higher prices of materials and 
supplies, also resulting from wage increases. Eventually 
prices will have to fall because of declining business result- 
ing from price rises and customer resistance. This decline 
will probably occur before the end of the year and perhaps 
almost simultaneously with the effort to raise prices. Since 
V-J day, we have not employed escalator clauses in our 
contracts, and relatively few of our suppliers use such 
clauses.” 


“Undoubtedly our prices will rise, the extent depending 
upon the increases labor achieves. Even then I am not 
at all sure that foundries will be able to make a normal 
profit because increased prices will probably have the 
effect of decreasing sales volume. Practically all our busi- 
ness is on the basis of escalator clauses, while very few 
of our suppliers are selling to us on this basis.” 


“Our prices will probably weaken approximately 10% be- 
tween now and the year end, The contributing factors are 
many, the outstanding being that raw materials, especially 
steel scrap, will be cheaper. We have experienced more 
resistance to prices recently than we have for many years. 
We are now forced to quote firm prices for a reasonable 
delivery period. This same trend has heen more or less 
paralleled by our suppliers.” 

“We are hopeful that we will be able to extend our prices 
at the conclusion of this quarter for the third quarter of 
the year. We will not make a commitment beyond that. 
Our prices have been on the basis of price in effect at 
time of shipment and not on the basis of the quarter.” 


Petroleum and Products: ‘Little Shift in Prices 


“Firm prices are quoted only on short-term contracts; 
escalator clauses relating to crude oil prices are the practice 
in long-term contracts. Practically all our suppliers quote 
on a basis of cost plus or provide some means of escalating 
prices.” 

“Between now and the year end, our prices will remain 
relatively unchanged, although there may be minor ad- 
justments in prices of particular products. Quotation of 
firm prices in the oil business is very rare. The ordinary 
practice is to quote posted prices in effect at the time of 
delivery.” 


Steel Producers: Escalator Clauses 


“We expect the over-all price structure of our products 
will remain relatively unchanged between now and the end 


of the year, though there may be some changes, up and 
down, on individual items.. Any major change in prices at 
this time, either upwards or downwards, would seriously 
reduce sales volume, which in turn would have the effect 
of reducing the profit margin. We are still employing escala- 
tor clauses in our contracts, but we believe this practice 
should be discontinued as soon as possible.” 


“We expect our prices to remain constant for the balance 
of the year. We are still quoting prices in effect at time 
of shipment, but we now have no objection to quoting firm 
prices for delivery within three months.” 

“We expect sales volume at current prices to remain 
about the same as it has been. However, profit margins will 
be reduced owing to the recent increase in wages. Most of 
our business is on the basis of prices in effect at the time 
of shipment, but the trend for the future is to eliminate 
such practices.” 

“As far as our suppliers are concerned we have a very 
mixed condition: escalator clauses including labor cost, ete. 
such as exist in the coal industry; market prices in effect 
at time of shipment; and fixed prices for a number of gen- 
eral supply items.” 

“T am particularly opposed to firm prices in the steel in- 
dustry because of the curse of inventory speculation which 
this practice has brought to our industry. We do not con- 
tract for years in advance for our freight rates which are a 
major factor in our business nor do we buy our fuel or 
our fuel oil a long period in advance.” 


METAL MANUFACTURES 
Air-conditioning Equipment: No Price Resistance 


“We have not yet felt any price resistance nor have our 
customers: complained. We do not have any escalator 
clauses in our contracts, with the exception of certain of our 
products which contain an extraordinary amount of copper.” 


“We expect our prices to remain relatively unchanged 
until the end of the year. As a whole, there has not been 
any price resistance on the part of our customers. We con- 
tinue to use escalator clauses in our contracts as do our 
suppliers, practically without exception.” 


“Supply for our products has at last overtaken demand. 
However, declines in our prices between now and the year 
end will be limited mainly to minor adjustments. Since 
some of our costs, particularly labor, have not yet reached 
their peak, the prospective narrowing of our profit margin 
is likely to be even greater than the small drop we expect 
in prices. There is also going to be some reduction in sales 
volume.” 

“The latest round of labor increases and the resulting 
price increases, if coupled with a decrease in volume, would 
force us to increase our selling prices. We are using an 
escalator clause to protect us in the event it should become 
mandatory to raise prices.” 
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“We hope our prices will remain stationary at a level 
where we can break even with a little profit. Some vendors 
are still making price changes which will certainly have an 
effect on our profits.” 


“We expect prices in the food lines and in all retail sales 
lines to fall. Prices of durable goods may rise as much as 


5%.” 


Automobiles and Equipment: Wage Increase Expected 


“Present prices have met considerable resistance. If they 
are increased substantially owing to rises in wages and 
commodity prices there will undoubtedly be further sales 
resistance. We are employing escalator clauses in our con- 
tracts as are our suppliers. With constant changes in wage 
rates and commodity prices it is impossible to do other- 
wise.” 

“Between now and the end of the year we expect our 
prices to increase from 7% to 10% owing to product im- 
provements and to an anticipated increase in labor and 
material costs. The impending price changes should pro- 
vide a moderate profit. Our policy is to quote firm prices 
and our contractual relations with our suppliers are on the 
same basis.” 


“We do not anticipate any price changes between now 
and January 1. All replacement prices are subject to 
change without notice. Prices to car manufacturers are 
generally of three to six months’ duration.” 


“We do not believe that impending prices changes will 
have any particular bearing on our profits, nor do we be- 
lieve that they will affect sales volume to any appreciable 
extent. All quotations are made and all orders are accepted 
with an escalator clause. Our suppliers have always quoted 
prices in effect at date of delivery.” ; 


Electrical Machinery: Price Rise Indicated 


“A price increase going into effect almost immediately 
to take up increased wage and material prices will keep 
profits about as they have been, and should have very 
little effect on sales volume for the time being. Our prices 
are quoted as price at time of shipment or with escalator 
clauses. Over 99% of the materials that we purchase are 
quoted at price at time of shipment.” . 

“Our prices will rise up to 10% between now and the year 
end owing to a second round of wage increases. We are 
quoting price at time of shipment.” 


“Increased prices, being the result of increased costs, 
should not have any effect on our profits. We are not now 
employing escalator clauses and in general their use by our 
suppliers has also decreased.” 


“I do not see how we can avoid an increase in prices if 
we are to operate even at a low profit. Industry will be 
pricing itself out of the market unless it is extremely care- 
ful. A decrease in sales volume would have a direct effect 
on profits, even at increased prices.” 


“If certain critical components become plentiful and our 
backlog of orders continues at the present level, we will 
be able to reduce our price about 5% on high volume items. 
Such a price reduction would have no effect on our profits 
or sales volume. We have been quoting firm prices since 
February, as have all but a few of our suppliers.” 


Industrial Machinery—General: Resistance to Esca- 
lator Clauses 


“We anticipate slight price increases in our products be- 
tween now and the end of the year as a result of increased 
labor costs and slight increases in prices of purchased mate- 


rials: We are employing escalator clauses in our contracts 
wherever possible.” 


“Uniform prices in the face of increased labor costs will 
reduce profit margins. We are hoping, however, that vol- 
ume may continue high so that this reduction can be kept 
to a minimum. We are quoting prices including escalator 
clauses but are finding greater resistance to this.” 


“In our business, prices will probably go up rather than 
down this year. We do not believe that the very slight 
increase proposed will have any effect whatsoever on our 
sales volume or on our profits.” 


“We believe we can maintain our present prices. If prices 
go up, sales volume will come down and also profits. Some 
resistance to the use of escalator clauses is beginning te 
appear and I believe our company will discontinue them 
within the next thirty to sixty days.” 

“In general we do not expect that prices will be in- 
creased more than 5%, although some items may be in- 
creased 10%. We do not expect these changes to have any 
effect on our physical volume of sales or on profits.” 


“We are now quoting firm prices in every instance, except 
where the sale involves delivery of more than a period of six 
months to two years.” 


“Further wage increases certainly would require some 
increase in price. The effect on profits of any price increase 
would depend on the amount of wage increase. We do not 
believe that the volume of our business would be affected to 
any extent.” 


Industrial Machinery—Specialized: Volume Unaffected 
by Prices : 
“Prices are expected to remain relatively unchanged, as- 

suming a minimum of stoppage owing to strikes. If there 

should be any price changes, we would not expect them to 
have any material effect on sales volume. We are accepting 
orders for delivery at prices in effect on date of shipment. 

A very small group of our suppliers are quoting firm prices, 

but in most cases we are paying prices in effect on date of 

shipment.” 


“Tt is quite probable that our prices will rise, the amount 
depending upon the increased cost of labor and materials. 
Our volume of orders has been steadily increasing and we 
see no falling off of demand. All of our prices are quoted 
with an escalator clause because of the long deliveries which 
we are obliged to give.” 

“We recently increased prices an average of approximate- 
ly 7% owing primarily to wage increases. We do not antici- 
pate that these price increases will interfere seriously with 
our sales volume, but they will enable us to achieve a 
reasonable profit.” 


“Our prices will probably increase from 5% to 10% be- 
cause we expect to have to make a substantial further wage 
increase. The effect of impending price changes will un- 
doubtedly be to reduce profits somewhat in the over-all 
figure. That may help to maintain sales volume, particu- 
larly in lines where volume is sensitive to minor price fluc- 
tuations. We are not yet quoting firm prices. Our suppliers 
seem to incline more toward firm prices on orders scheduled 
for delivery within three to six months.” 


Machine Tools: Price Rises Expected 


“We expect to increase prices some time before the year 
end because our profit margin has almost disappeared, partly 
through lack of volume but more particularly because our 
prices do not reflect an increase commensurate with the 
increase in cost regardless of volume. We are now quoting 
firm prices on everything we produce. By far the large 
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majority of our suppliers are still employing escalator 
clauses.” 

“We are rather afraid that an increase in our selling 
prices will cause some reduction in our sales volume but it 
seems absolutely necessary in order to preserve a fair profit. 
We are now employing escalator prices, but when we in- 
crease our selling prices, we are considering doing away 
with them.” 

“Labor represents from 50% to 80% of our prime costs. 
Inasmuch as our company has shown no profits since 
the end of the war, any increase in wages will result in in- 
creases in our selling prices. All our quotations are effective 
for thirty days only.” 

“Prices may rise 5% to 10% as a result of increased wages. 
This rise will reduce both profits and sales volume. We are 
still employing escalator clauses in our quotations.” 

“Tf wages are increased we will be compelled to raise our 
prices 10% and perhaps more. Price increases may reduce 
volume somewhat but they should make it a more profitable 


volume. We are now quoting firm prices and the trend in 


practices of our suppliers has also been away from escala- 
tor clauses.” 

“We expect our prices to remain relatively unchanged. 
We are now quoting firm prices and the trend in the prac- 
tices of our suppliers has been away from escalator clauses.” 

“We are quoting firm prices. Suppliers of tool steel are 
quoting firm prices each quarter while the majority of sup- 
pliers of maintenance and operating materials are quoting 
prices with escalator clauses.” 

“We now expect our prices to remain relatively unchanged 
until the year end. We quote our prices with an escalator 
clause and the acceptance of the order carries the same 
clause. Our suppliers are perhaps using escalator clauses 
less than they were six months ago.” 

“We feel that we are approaching close to the point where 
purchases will be deferred because of price. We are quoting 
firm prices for products deliverable within several months. 
For extended deliveries we reserve the right to increase 
prices. Many of our suppliers are quoting firm prices where 
delivery has improved sufficiently to warrant this practice.” 


Office Equipment: Prices Steady 


“We expect that 1947 prices will remain at their present 
level, although the tendency would be toward a slight in- 
crease rather than a decrease. These changes will only be 
made in order to continue to operate at, a reasonable profit. 
We are quoting firm prices and have been doing so for a 
number of months. The trend among our suppliers has 
been toward firm prices.” 

“We expect to increase our prices 10% to 15% in the 
very near future. While we are reluctant to do this, an 
analysis of increased material and labor costs makes this 
step necessary. Our volume of shipments will not be af- 
fected by these anticipated price changes. Our backlog of 
new orders may, however, decline. The large majority of 
our business is of a contract nature and we are still using 
escalator clauses in these contracts. In regard to our sup- 
pliers, the majority of those selling to us on a contract basis 
also use escalator clauses.” 

“Our company does not expect any major price changes 
in the balance of this year. We have had very little price 
resistance from our customers to date.” 

“Price reductions might maintain sales at the present 


volume in some lines but they will not increase them and, 
in most cases, they would certainly reduce the margin of 


profit.” 


OTHER MANUFACTURES 
Chemicals: Costs of Raw Materials Dropping 


“We expect our prices to decline over the balance of 
the year as we anticipate a fall in the cost of our raw mate- 
rials which constitute about 70% of our production cost. 
Increased competition will also force a reduction. We are 
quoting firm prices. In the bulk of our contracts for raw 
materials, vendors have agreed to revise prices downward 
periodically in certain instances.” 

“Since the decline in our prices is caused by more plenti- 
ful supplies, we anticipate cautious buying, increased com- 
petition and smaller profits. Escalator prices have been 
discontinued and the majority of our suppliers are quoting 
on a firm price basis.” 

“During the past week declines up to 10% have been 
announced on our products. Most of our products are sold 
on the basis of prices in effect at time of shipment.” 

“Between now and the end of the year we expect our 
prices to remain relatively unchanged. We are hoping that 
we may effect some considerable reductions early in 1948 as 
a result of decreased costs which should materialize by that 
time. The demand upon us is so heavy that I do not antici- 
pate any effect on sales volume of the maintenance of pres- 
ent prices or the subsequent lowering of them. Naturally, 
as efficiency gradually increases, profits should increase pro- 
portionately. At the present time we are quoting firm prices 
subject, however, to a 30-day limit.” 

“We believe that high prices restrict sales volume in the 
long run and this was our reason for not raising prices last 
fall. We quote firm prices and, for the most part, have with- 
stood requests from suppliers for escalator clauses.” | 


“We may make a few spot adjustments upward on certain 
prices but we do not expect any major over-all changes. Our 
quotations include an escalator clause allowing us to make 
an increase of 15% without notice or allowing the customer 
to cancel in the case of a larger increase, notification to be 
made to the customer six months prior to shipment. We 
are at present taking orders for shipment in 1950 and must 
have some leeway.” 


Food Products: Price Decline Expected 


“The trend of meat prices will be lower toward the end 
of the year owing to the expected recession in consumers’ 
income and to seasonal increases in livestock marketings.” 

“As prices are reduced, volume by weight will continue 
but sales in dollars will decline. Inasmuch as sales are made 
promptly in our industry, there is little occasion for escala- 
tor clauses in sales contracts. We do have some escalator 
clauses in contracts with our suppliers.” 

“We expect prices to fall, probably 10% to 15%.” 

“Demand is expected to remain high at least for the bal- 
ance of 1947 and price declines should be a favorable factor 
on increased sales volume.” 


“We are hoping for lower wheat prices between now and 
the year end which will mean lower flour prices. We expect 
profits to be lower in the months to come than they have 
been in the past few months.” 

“Prices in the dairy industry follow a seasonal pattern. 
As far as prices this fall are concerned, we do not anticipate 
that they will be as high as they were last fall.” 

“We are inclined to feel that our prices will remain rela- 
tively unchanged. This fact, together with increasing costs, 
may have the effect of decreasing our profits somewhat. 
However, we think sales will remain at satisfactory levels. 
We sell for immediate delivery and our prices are subject 
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to change without notice. Most of our suppliers are still 
employing escalator clauses in their contracts.” 


Paper and Products: Escalation Used Generally 


“We do not expect much change in basic price levels for 
the remainder of 1947 unless the price of imported pulp 
remains in its present chaotic condition. Demand is still 
greatly in excess of supply so that lower prices would not 
result in increased volume and lower costs. We cannot quote 
firm prices until imported pulp prices settle.” 

“Tf our costs continue to increase, either we must raise 
our prices or our earnings will be unsatisfactory. The sole 
reason for a decline in price would be a drop in demand 
or in competitors’ prices. At present all orders we accept 
are booked ‘price effective at time of shipment.’ Some of 
our suppliers use this method. Many others use escalator 
clauses.” 

“We expect relatively little change in price. If and when 
prices of raw materials begin to reflect the increases in 
wages now being granted, prices may again show an up- 
ward trend. Profits and sales volume are expected to be 
maintained although profits might be reduced by additional 
costs. We have not changed our policy of quoting prices 
subject to change at time of shipment.” 

“Our contracts generally permit price increases at our 
option at quarterly intervals but also include a provision 
that, if the price is not acceptable to the buyer and he can 
procure an equal quantity from a responsible seller of sub- 
stantially equal quality, he has the right to cancel if we are 
unable to agree on a price.” 

“We expect our prices to remain relatively unchanged 
with more sharpshooting at the most desirable business. 
With a decline or stability in price, a decline in production 
profits and sales volume is bound to come about.” 

“As far as past price increases are concerned, we have 
not encountered any serious resistance on the part of our 
customers, In every case we have endeavored to acquaint 
them with the reasons for the adjustments, through writing 
supplemented by personal contact of our sales managers 
and salesmen.” 

“Raw materials other than pulp are usually purchased 
on contract and these provide for quarterly adjustments. 
Only machinery and equipment contracts carry escalator 
clauses.” 

“Demand is apt to remain steady. for our products as a 
whole. The trend of wages and wood pulp prices, particu- 
larly imported pulp, is‘up. Under these circumstances we 
expect average prices to remain firm to moderately higher, 
with possible adjustments here and there in individual 
grades.” 

“The future course of prices will probably be somewhat 
higher owing to a shortage of supply and to increases in 
costs of labor and materials.” 

“We anticipate a decrease in our price level since it seems 
that some balance between supply and demand will be 
reached before the fourth quarter. Those mills that produce 
their own wood pulp will be able to stand the price reduc- 
tion without difficulty. Mills that purchase their wood pulp 
might operate at a loss for a period of six months or more, 
since there is not much chance of a decrease in the market 
price of this commodity. We are still quoting on the basis 
of price prevailing at time of shipment, although this prob- 
ably means that orders accepted prior to any reduction in 
prices will be billed at the lower price rather than at the 
higher price. Our suppliers have not to any substantial 
extent begun to quote firm prices.” 


“In our case, price reductions will be competitively in- 
duced through recession in volume and decrease in pur- 
chases from industries which we serve. A substantial re- 
duction in volume will precede or accompany price reduc- 
tions. Profits will be greatly reduced.” 

“‘We are in the process of returning to a firm price policy 
on all items on which delivery will be completed within six 
months.” 


Textiles: Raw Material Costs Down 


“Prices between now and fall will trend downward for two 
reasons: lower raw material prices, resulting from increased 
supplies, and narrowing margins, owing to a more normal 
balance between supply and demand for finished goods. 
There will be a moderate reduction in sales volume, and 
profits will decline at a greater rate. We are quoting firm 
prices for delivery within three or four months.” 


“We expect our prices to fall about 10% as the market 
for textile goods is gradually weakening. This change re- 
sults from production meeting demand in many lines. As 
prices fall, profits will go down but we believe sales volume 
will stay up. We employ escalator clauses in our contracts 
as do most of our suppliers.” 

“Any reduction in prices would reduce profits, although 
it would probably help to maintain sales volume. We are 
quoting firm prices. With respect to our suppliers, raw 
material and practically all other supplies are bought on 
firm prices.” 

“We should like to see our prices come down as we are 
seeing signs of sales resistance. Unless they are reduced, we 
expect our volume to drop. All orders are accepted subject 
to prices in effect at time of shipment.” 

“Qur business is almost stagnant at the present time, 
owing to the pipelines being filled and we do not think 
lower prices would induce people to place any orders now. 
After mid-year there should be a pick-up and, while people 
may not resist present prices then, there would be strong 
resistance to any increases. We do not think our trade 
would sign escalator contracts at the present time.” 

“We expect our prices to remain relatively unchanged for 
the balance of the year. Any reduction in prices of individ- 
ual items will be offset by increased volume. Profits, how- 
ever, may be reduced by increased wage costs. We are quot- 
ing firm prices and so are our suppliers.” 

“We have just given a wage increase which prohibits low- 
ering our prices. We have noticed a definite falling off in 
our business, and we think this will continue for some time. 
Our present prices apply only through the second quarter.” 

“We are quoting firm prices but all orders bear the fol- 
lowing two escape clauses: 


‘CONDITION: Vendor Company shall be under no 
liability whatsoever for failure to make delivery due to 
war, strike, riot, fire, or any other cause whatsoever be- 
yond its reasonable control. 

‘In addition to CONDITION printed hereon, the ven- 
dor reserves the right at any time and as it may consider 
advisable to cancel the whole or any undelivered portion 
of this order, without any liability whatsoever for non- 
delivery on such cancellation,’ ” 

“There is very little possibility that business will be able 
to add the cost of any increases in wage rates to its prices.” 

“On the general line of our products we protect ourselves 
against any advances or declines in prices on unshipped por- 
tions of orders.” 
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